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Issue 

This memo takes stock of the Government’s gender budgeting efforts since Budget 2017 and 
outlines a proposed way forward for Budget 2018. 

Background 

What is Gender Budgeting? 

Gender budgeting is an umbrella term for a variety of practices that exist internationally to 
promote the allocation of government resources in a gender-responsive manner. It usually 
includes two complementary concepts: 

.1 

• Incorporating a gender perspective at all levels of the budget process (e.g., Gender- 
Based Analysis Plus (GBA+); and 

• Making changes to revenue and expenditures in order to promote gender equality (i.e. 
supporting gender equality and diversity through budget decisions). 
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Budget 2017’s Gender Statement 

In the 2016 Fall Economic Statement, the Government committed to “submit Budget 201 7, and 
all future budgets, to more rigorous analysis by completing and publishing a gender-based 
analysis of budgetary measures ”. 

Budget 2017’s Gender Statement was an important step in this direction, where the Government 
presented: 

• The first ever public assessment of federal budget measures from a gender perspective — 
raising the profile of GBA+, and reinforcing the Government’s commitment to gender 
equality and inclusiveness; and 

• An overview of the landscape around gender equality in Canada today — acknowledging 
the progress and identifying persistent challenges that should inform policymaking. 

The Gender Statement was generally well received by stakeholders. That being said, this was a 
first step and challenges remained. Analysis presented tended to be ex post in nature, with 
limited impacts on measure design or priority setting. There remained inconsistencies around 
the quality of GBA+ across measures, and no overarching gender equality objectives were 
identified as part of Budget 2017. 

Developments since Budget 2017 

Since Budget 2017, the Department of Finance has worked closely with Status of Women 
Canada (SWC) and other government partners to meaningfully improve upon this first Gender 
Statement. 

Established a Working Dialogue with Stakeholders and Experts 

On June 13,2017, Finance and SWC organized an Experts Meeting on Gender Budgeting 
with a number of academics and women’s organizations to take stock of Budget 2017, and 
discuss ideas for improving the practice of gender budgeting. This was followed by a number of 
additional discussions with outside experts. Overall takeaways from these ongoing discussions 
include the following: 

• There is significant goodwill from stakeholders across the board, who recognize the 
Government’s efforts to support gender equality and inclusiveness and are eager to 
contribute. 


Document released under the 
Access to Information Act 

Document civu gue en vertu de la 

Loi sur faeces a /information 


• The Gender Statement was well received and should remain a core piece of the 
budget document going forward. Future budgets should provide a more systematic 
analysis of how major investments in the budget impact gender, and better integrate an 
intersectional lens. 
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• Most importantly, it is clear that the Government’s efforts will be judged based on 
substantive results for women - not presentation or process. The presentation of the 
budget from a GBA+ perspective and the degree to which such analysis is disclosed is 
not seen as important as ensuring that resources are effectively being allocated towards 
greater gender equality and inclusiveness. 

Reflecting this input, Finance gender budgeting efforts have focused on two priorities: 


• Improving the quality, comprehensiveness, and evidence base (e.g. data quality) of the 
GBA+ analysis of all proposals being considered in Budget 2018; and 

• Making gender and diversity issues a priority within budget decision-making. 


s.69(1)(g) re: (d) 
s.69(1 )(g) re: (e) 


Strengthened Requirements for GBA+ in Budget Proposals 


Within Finance, internal processes have been reviewed and strengthened in order to fully 
integrate GBA+ within the department’s analysis and recommendations. This has included 
additional tools and training for staff who are preparing budget proposals and/or playing a 
challenge function on proposals developed by other departments. We are systematically 
tracking GBA+ information related to individual proposals, including the completeness of 
GBA+, the types of impacts identified, and links to broader gender equality objectives. This is 
intended both to support decision-making, and the development of the next Gender Statement. 
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The OECD Gender Governance Review of Canada 

Following Budget 2017, there was a great deal of interest from international organizations 
around the Government of Canada’s work, particularly the OECD which is increasingly focused 
on gender budgeting and international best practices. This led to multiple discussions on how 
Canada could work with the OECD to both improve its own processes and contribute to 
international knowledge-sharing. 

The result was the launch of the Gender Governance Review of Canada in July 2017, a 12- 
month review of the federal government’s institutional processes and practices related to GBA+ 
and gender budgeting. In October 2017, we hosted the OECD to a week-long fact-finding 
mission in Ottawa, engaging with central agencies, select government departments, 
Parliamentary oversight bodies and external stakeholders. 

Ongoing dialogue with the OECD is informing our approach to Budget 2018, and a final report 
to be released in summer 2018 will provide analysis and recommendations tailored to the 
Canadian context. Preliminary feedback following the fact-finding mission helped validate the 
importance of a framework of objectives and indicators to inform budget decision-making, 
complemented by strong GB A+ across budget proposals as foundational elements of a mature 
gender budgeting process. 

Finance continues to work collaboratively with stakeholders as we prepare for Budget 2018. 
Planned Pre-Budget Consultations on gender equality represent a key opportunity to engage 
Canadians more broadly on these issues, particularly on potential policy solutions. 
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For information. This should be read before your meeting with the Advisory Council on 
Economic Growth on December I s '. 


Overview 

You are scheduled to attend a meeting with the Advisory Council on Economic Growth between 
3:00 p.m. and 6:00 p.m. on December 1,2017 at 90 Elgin. 

At this meeting, the Council will present and discuss with you its third and final report, which 
includes recommendations on enabling greater business investment and greater investments in 
skills developments for working Canadians. There is also time allotted to discuss the future of 
the Council. After the formal portion of the meeting, there will be a short reception. Attending 
the meeting will be most Council members (with a couple joining by teleconference), Jeffrey 
Trossman from Blakes (who assisted the Council with its recommendation related to the tax 
system), and a number of employees from McKinsey and the Department of Finance. 

Annex A - Meeting Agenda 

Annex B - Potential Speaking Points 

Annex C — The Path to Prosperity: Resetting Canada's Growth Trajectory 
Annex D - Investing in a Resilient Canadian Economy 

Annex E - Learning Nation: Equipping Canada's Workforce with Skills for the Future 

Annex F - Ideas into Action: A Review of Progress Made on the Recommendations of the 
Advisory Council on Economic Growth 
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Third Wave of Recommendations 

The final versions of the third set of Council reports are attached. The recommendations are 
similar to those in the drafts we provided to you earlier this month (2017FIN464740), though 
the text has been substantively edited and shortened. 

Below is a summary of the Council’s recommendations. The full chapters can be found in 
Annexes C to F. In Annex B, you will find potential speaking points for the meeting. 

The Path to Prosperity: Resetting Canada’s Growth Trajectory 

The opening chapter recalls the Council’s mandate and self-initiated target to raise real median 
household income by $15,000, as well as provides a discussion of the global economic forces 
motivating the Council’s recommendations, such as the quickening pace of technological 
change and population aging. 

Investing in a Resilient Canadian Economy 

Regulatory policy 

The report notes that while Canada does well in international rankings of regulatory processes 
and governance, changes are needed in how Canada designs and administer regulations in 
many sectors. The Council proposes to convene an Expert Panel on Regulatory Agility and 
Innovation to: 

• Catalyze innovation across the economy; 

• Drive coordination between regulatory bodies and jurisdictions; and 

• Promote efficient and predictable regulation. 

More specifically, the proposed Panel would oversee a wide-ranging review of existing 
regulations and the relevant management processes, as well as undertake a comprehensive 
assessment of the aggregate regulatory burden shouldered by Canadian businesses. 

Tax policy 

The Council notes that the global economy has changed considerably since the tax system was 
last comprehensively reviewed (with intellectual capital and innovation becoming relatively 
more important, and physical capital becoming relatively less important) and that competition 
for global investment dollars has never been fiercer, making it important to ensure that the tax 
system continues to enable success in the modem economy. 

Therefore, the Council proposes a targeted review of Canada’s tax regime, focused on 
investment and innovation. This recommendation would see a panel of tax policy experts 
(academics, economists, and private sector tax specialists) formed to engage in consultations 
and develop a series of targeted recommendations to modernize Canada’s tax system so that it 
better drives innovation and investment. 
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The overall objectives of the tax review would be to: 

• Foster the development and adoption of innovation in Canada; 

» Solidify Canada’s position as a global magnet for investment and talent; and 

• Bring a customer experience lens to tax administration. 

The report includes an acknowledgement of the government’s plans to reduce the small- 
business tax rate and make changes to certain rules relating to Canadian-Controlled Private 
Corporations: “ Our recommendations do not directly relate to these planned changes. Once 
these legislative changes have been enacted, we are recommending a targeted review of other 
aspects of the Canadian tax regime that have a significant influence on business investment 
decisions..." 

SMEs policy 

The report notes that the growth challenges and barriers to investment facing Canadian small 
and medium enterprises (SMEs) are distinct from larger companies, and generally related to 
lack of access to capital, limited managerial experience, and higher relative costs due to their 
small size. The Council identifies three priorities to spur investment and gr owth within this 
sector of the economy: 

• Expand the most successful SME advisory programs; 

• Strengthen export-oriented programs to unlock $20 billion in export potential; and 

• Promote the adoption of innovation among SMEs. 

Learning Nation: Equipping Canada’s Workforce with Skills for the Future 

The Council assesses a gap in training to meet future skills needs of $15 billion in annual 
investments in training for working Canadians, and recommends that the government 
introduce a comprehensive Skills Plan for Working Canadians to transform the existing skills 
and training landscape - which is currently focused on addressing unemployment by matching 
workers with presently in-demand skills - to one that encourages lifelong upskilling/reskilling 
for all workers. 

To “provide a starting point for this national discussion,” the Council offers two ideas that 
could compose the central elements of this Plan: 

• A new, federally-governed Canada Lifelong Learning Fund (CLLF) that helps reduce 
the financial barriers to continuing training for adults by co-funding investments both 
employers and individuals make in skills development; and 

• The transformation of the government’s employment centres into hubs of hands-on 
career and training guidance not only for the unemployed but also for working adults 
and employers. 
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Ideas into Action: A Review of Progress Made on Previous Council Recommendations 

The report will end with a chapter on the implementation of measures related to Growth Council 
recommendations, structured to tell the story of each measure and to mention some of the next 
steps for these initiatives, providing Council advice in places. For example, “We encourage the 
government to take the necessary measures for bolstering the Canada’s system for social and 
labour market integration and consider raising immigration levels further in subsequent years.” 
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How can we accelerate the growth of the Canadian economy and improve the prosperity of all Canadians 
ovei the coming 10 to 15 years? 

That was the question posed by Canada's Minister of Finance when he convened the Advisory Council 
on Economic Growth in early 2016. The Council’s mission is to examine the long-term potential of 
Canada’s economy and, based on its findings, to make recommendations for improving the prospects for 
inclusive economic growth. 

The Council is convinced the formula that drove the past growth of the Canadian economy—and supported 
steady improvements in our standard of living—is unlikely to be sufficient for the future. Like many other 
advanced economies, Canada faces the pressure of an aging population, technological disruption to many 
sectors of the economy, and the rapid shift of global economic power to Asia. Current trends suggest 
that annual GDP growth in Canada will average only 1.5 percent over the next 50 years—half the rate of the 
past 50. Left unchecked, the slower pace of growth would have a profound impact on the prosperity of 
Canadian families and the outlook for them and their children. 

This does not have to be the case. Canada’s numerous natural advantages, coupled with the opportunities 
created by a rapidly changing world, offer the potential to stimulate new waves of investment, innovation, and 
job creation, unlocking a new formula for growth and prosperity. The challenge that the Council set for 
itself was to Identify bold solutions that could jolt the economy, stimulate Inclusive growth, and help raise the 
quality of life for all Canadians, targeting a $15,000 Increase in median annual pre-tax household income 
above current projections by 2030. 

This document lays out a third release of Council recommendations for resetting the country’s long-term 
growth trajectory for the benefit of all Canadians. 

In October 2016, the Council released its initial findings and its first wave of three recommendations. They 
Included increasing investment in Infrastructure, a plan for raising foreign direct investment in Canada, and a 
set of proposals for attracting the immigrant talent Canada will need to fuel its growth. 

In our second wave of five recommendations, released in February 2017, we detailed how Canada can unlock 
innovation by supporting innovation marketplaces, improving access to growth capital, and embracing 
a strategic approach to government procurement while also modernizing government Innovation programs. 
Additionally, we recommended that Canada: establish a FutureSkiils Lab to study and help develop the 
new skills that Canadians need; boost private-sector growth by unlocking six to eight high-potential sectors; 
deepen its trading relationships in Asia and Europe; and stimulate greater workforce participation (particularly 
among Indigenous peoples, lower-income Canadians, women with young children, and Canadians over 
the age of 55). 
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Our third set of recommendations, released today, addresses two additional elements of Canada’s growth 
agenda: business Investment, and skills development for working Canadians. We need to modernize 
Canada’s regulatory and tax regimes so they promote more investment and Innovation, enabling enterprises 
to pursue growth opportunities; and we must expand our support for Canada’s small and medium-sized 
enterprises, helping them adopt new technologies and enter new export markets, We also need to ensure 
that the government, 1 employers, and individuals all dramatically increase their investments in skills 
development for working Canadians given the expected major disruption that technology will bring to the 
world of work. 

The Changing Drivers of Economic Growth 

For decades, growth in most advanced economies, including Canada, has been driven by the accumulation 
of physical assets, population growth and the concurrent increase In labour force participation (particularly by 
women and the "baby boom 11 generation), and advances in technology that have created new Industries 
and improved productivity in older ones. Propelled by these forces, Canada’s economy stands in an enviable 
position today. We have a vibrant democracy, with a tradition of pluralism and diversity. Our economy is 
strong and fisca ly stable: Canada has abundant natural resources, a highly educated labour force, 2 a trusted 
business environment, low public debt, and a stable banking sector. 

However, the drivers of growth in the world economy are changing. Three principle forces are redefining how 
economies can succeed in the years ahead: 

1. The pace of technological change has accelerated rapidly, reshaping business and 
the world of work 

The pace at which new technologies are developed and adopted has accelerated during the past five to 
ten years, as has the introduction of new technologies (like self-driving cars), products (such as mass-market 
drones), applications (like assisted living healthcare applications), and technology-enabled solutions 
(such as additive manufacturing systems, or robo-advisers in wealth management). 3 Rapid improvements 
in research and industry tools have also helped shorten development cycles in many sectors, from 
pharmaceuticals to automobile manufacturing. Much of this has happened very quickly, and the pace 
of change fueled by technology continues to rise. 

« Data and information and communications technology (ICT) are becoming the lifeblood of the global 
economy, fueling ideas for new products and services, and advancing the transnational flow of 
trade, capital, and ideas. There are at least three times as many connected devices in the world today 
as there are people. 4 Meanwhile, the cross-border flow of digital information—searches, transactions, 
communications—has increased five-fold since 1990, 

■ The shift in value from physical to digital information goods—already reflected in financial markets-wlll 
only increase. Technology is now the largest sector of the world economy, eclipsing even financial 
services, and includes five of the top 20 public companies by market capitalization. 5 These global 
phenomena are in full effect In Canada, too. 

» Technology Is changing the work Canadians do, and where they do it. Already, 43 percent of activities 
performed by Canadian workers could be automated using available technology, 6 The adoption of 
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such innovations in work processes is creating new employment opportunities, but these positions 
require different skills (by some estimates, Canada already has a shortage of 19.000 data and analytics 
professionals). Jobs requiring low- and medium-level skills are at particular risk of automation. 7 

2. Economic power is shifting from west to east, changing global trade flows 

Economic competition, whether for capital, talent, or ideas, is global. And global purchasing power is 
increasingly concentrated in developing and emerging economies, particularly in Asia and, to some 
extent, Africa. By 2028, the world may have as many as 2 billion more middle-class consumers—nearly 
90 percent of whom will live in Asia—representing an additional $30 trillion in annual spending. 8 

a Over the past 10 yearsj the world economy has grown by 2.5 percent per annum while the G7 
economies are growing at Just under one percent, 9 By 2050, six of the seven largest economies in the 
world will be in emerging markets, with three of top four in Asia. 10 

b During the past decade, trade between emerging economies has doubled as a share of global trade. 
Trade between China and Africa alone grew from $9 billion in 2000 to $211 billion in 2012. Europe 
and North Americano longer represent the two critical hubs of trade flow. Rather, trade relationships 
have become more complex and fragmented—with Asia quickly becoming the world’s largest 
trade region. 11 

■ By 2025, half of all companies with revenues of $1 billion or more will be headquartered in emerging 
markets, particularly In Asia. More large companies will be based in China than in the United States 
or Europe. 12 

® As a relatively small and open economy, Canada depends on international trade to generate growth 
and prosperity. Trade accounts for 65 percent of our GDP, as opposed to 30 percent in the United 
States. Therefore, it is imperative that we deepen our trading relationships with emerging economies 
such as China and India. For Canada to prosper, it must participate in markets that are growing 
and increasingly significant. 

3. The populations of many advanced and emerging economies are aging 

The majority of the world’s population lives in nations where fertility rates are below replacement rates—in short, 
these countries’ populations are gradually aging 13 The resulting decline in labour-force participation rate will 
limit the potential for economic growth, and a rising population of seniors will strain public finances. 

b Employment growth was a significant factor in global GDP growth, which expanded six-fold between 
1964 and 2014. During this period,The global workforce grew by an average of 1.7 percent annually. 
However, due to aging, total employment is likely to peak soon and then start declining. 14 The drop in 
the relative share of working-age adults likely will lead to a decline in income per capita, reducing 
overall prosperity. 

b At the same time, caring for large numbers of the elderly puts severe pressure on government finances. 
By 2020, more than a billion people around the world will be over the age of 60. 15 Declining growth 
and the shrinking share of working-age adults will make it harder to support a robust social safety net. 
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• In Canada, the support ratio—the number ot people in prime working age (between 15 to 65 years old) 
per senior (person aged 65 years or older)—is on a steady downward trajectory, tt has declined from 
6.6 in the early 1970s to 4.2 in 2012. By 2030, it is projected that there will be only about two working- 
age adults supporting each senior. 16 


tt 1 H 

The world is going through a period of unprecedented change, which offers many opportunities but also 
brings significant volatility. Disruptions caused by new digital technologies are leading to quick productivity 
gains, but they are also making companies increasingly vulnerable to critical cybersecurity breaches. 

The rapid speed with which capital can move around the world has proven helpful to nations eager to attract 
foreign investment, but it has also contributed to volatility in markets for nearly every financial asset 
class. The mobility of talent around the world has stimulated the exchange of ideas, but growing migration 
and globalization have also given rise to anti-trade and anti-immigrant sentiments in some countries. 

Canada must be prepared to navigate this change and volatility, it can no longer rely on the old formula for 
economic growth, which emphasized investments in machinery and equipment, and population growth. 
Given our aging population and chronic underperformance in productivity, 17 we estimate that GDP per capita 
will grow by only 0.8 percent annually over the next 50 years versus 1.9 percent over the past 50 years 
(see Exhibit 1)—a decline that would limit continuing improvement in living standards, Although these trends 


Exhibit 1 Canada’s past and projected GDP growth 


Canada 

Compound annual growth rate, % 

GDP 



Past 50 years Next 50 years 
at historical 
productivity growth 


K Productivity growth 
■ Growth driven by employment 

GDP par capita 


1.9 



Next 50 years 
at historical 
productivity growth 


Note: Numbers may not sum due to rounding. 

Source: The Conference Board Total Economy Database; United Nations Population Division 
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are also at work in other advanced economies, Canada faces the largest potential declines in GDP and GDP- 
per-capita growth among the world's advanced economies. 18 

A Strategy to Create Prosperity for All Canadians 

Changing the course of the Canadian economy over the next 50 years wiil require a series of bold actions 
in areas such as infrastructure, foreign direct investment immigration, and skills training. Successful 
initiatives would not only restore GDP growth rates to historic levels, but would encourage more inclusive 
growth, which is crucial to social cohesion. 

That is why, when we started our work in 2016, the Council set a goal to raise real, median annual pre-tax 
household income above the forecasted 2030 baseline. This would mean a boost in total income tor 
the median Canadian household from about $79,000 in 2014 to roughly $105,000—considerably above the 
$90,000 expected 19 (see Exhibit 2). 


Exhibit 1 The Council's target 


Real median household income 
2015 Canadian $ 



2000 2005 2010 2015 2020 2025 2030 


5 


000026 
















Document released under the 

Access to Information Act 

Document ciivulgue en ».'eft. i cle la 

Loi sur locoes a i 1 information 

The Path to Prosperity: Resetting Canada‘s Growth Trajectory 


The Council is confident that Canada has the right ingredients to become the most globally connected and 
innovative country in the world, an engine for propelling Canadian champions onto the global stage, 
home to a resilient and engaged workforce, a magnet for global talent and capital, and a leader In governance 
models that mobilize Canada’s best capabilities. The Council believes that if our recommendations are 
implemented in full, Canada can more than realize this aspiration. 

Our approach 

To date, the Council has released eight recommendations for resetting Canada’s growth trajectory. 

These include: 

1. Develop a focused federal infrastructure strategy and establish a Canadian Infrastructure 
Development Bank; 

2 . Become a top-tier foreign direct Investment (FDI) destination by developing an FDI strategy In line with 
the country’s economic growth strategy, and creating an FDI agency (Invest in Canada Hub) to attract 
anchorcompartles; 

3. Increase annual permanent economic immigration levels from 300,000 to 450,000 over five 

years, streamline the entry for top talent (specialized workers and executives, for example), and rethink 
Express Entry points allocations to qualify more international students; 

4. Unlock innovation and support its commercialization by establishing business-led Innovation 
marketplaces (superclusters), creating additional pools of growth capital for promising companies, 
leveraging strategic government procurement to help innovators identify a "reference customer/ 1 
reviewing and rationalizing government innovation programs, and expediting entry for top talent: 

5. Establish the Futures kills Lab, a non-governmental organization to study current and future skills 
demand and serve as a laboratory for skills development and measurement; 

6. Unleash growth in six to eight high- potential sectors (for example, agri-food, advanced manufacturing, 
energy and renewables, and health care and life sciences) by taking a new asplrational and 
collaborative approach to sector development; 

7. Increase workforce participation, in particular among Indigenous peoples, lower-income Canadians, 
women with children, and Canadians over the age of 55; 

8. Position Canada as a global trading hub by strengthening links to large and fast-growing Asian 
economies, nurturing the North American trade relationship, and investing in trade infrastructure. 

The government has quickly put these recommendations under consideration, and has acted on many of 
them already, For example, it has passed legislation to establish the Canadian Infrastructure Bank, 
the Invest in Canada Hub and a skills innovation lab; increased the level of permanent economic immigration; 
launched six business-led Economic Strategy Tables; and shortlisted nine candidates for the new 
innovation superciusters. Still, Canada must take many more actions in the months ahead. We review what 
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has been achieved and what remains to be done in a report that we are issuing today along with our third set 
of recommendations, "ideas into Action: A Review of Progress Made on the Recommendations of the 
Advisory Council on Economic Growth. 11 

What Remains to Be Done: Creating a Resilient Economy and Workforce 

Two additional issues need to be addressed in Canada's growth agenda, in the critical areas of business 
investment and workforce skills development. In the future economy, both individuals and enterprises 
will need the capabilities and flexibility to identify and seize opportunities quickly. In acknowledgement of this, 
we are releasing recommendations for building economic resilience, and creating a highly skilled, confident, 
and productive workforce. 

Investing in a resilient Canadian economy 

Business investment—in everything from machines to software to people—is a core driver of economic 
growth. However, Canadian companies invest notably less than their global peers, a gap that, in the long term, 
leads to a reduction in the standard of living of all Canadians. 

To drive greater investment, especially in the innovative technologies that will power the economy of the future, 
we need bold policy changes. 

First, we must transform our regulatory system into a catalyst for innovation throughout the economy, We 
recommend that the government establish an Expert Panel on Regulatory Agility and Innovation that will be 
responsible for ensuring our regulations keep pace with the creativity of Canadian innovators and 
entrepreneurs. The panel will also drive better coordination between agencies and jurisdictions, and promote 
efficient and predictable regulation. 

Second, we need to conduct a targeted review of our tax system to ensure that the tax regime fosters the 
development and adoption of innovation, and secures Canada's position as a global magnet for investment 
and talent. It is worth noting that it has been decades since the last significant review of Canada's tax 
system-years before the emergence of mobile phones and the internet, and the rise of the digital economy. 

Third, we need to offer small- and medium-sized enterprises dedicated advisory services so they can 
effectively pursue the opportunities presented by new technologies and growing export markets. 

Equipping Canada’s workforce with skills for the future 

Canada’s current skills development infrastructure is not equipped to manage coming labour-market 
disruptions. The system today rests primarily on two pillars: the first one supports the development of skills 
before people enter the workforce, through K-12 and post-secondary education; the second supports 
individuals when they leave the workforce, by providing assistance to the unemployed and the retired. That 
leaves a large gap in institutional support and training during Canadians' most productive years, at 
a lime when technological changes are transforming many occupations and affect a wide swath of the 
working population. 
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Canada urgently needs a third pillar that focuses on supporting working adults. The Council anticipates 
that managing the expected labour market turmoil will require an additional $15 billion of annual investments 
in adult skills development. The magnitude of the coming shifts also necessitates the development of 
a comprehensive Skills Plan for Working Canadians that will guide Canada’s approach to assisting adults in 
capturing new occupational opportunities. To provide a starting point for this conversation, we offer two 
concrete proposals: 

1. New, federally governed Canada Lifelong Learning Fund that helps reduce the financial barriers 
to continuing training for adults by co-funding investments by both employers and individuals in 
skills development; 

2. Transformation of the government’s employment centres into hubs of hands-on career and training 
guidance not only for the unemployed but also for working adults and employers who need to navigate 
the labour market disruption caused by technological change. 

Our Aspiration for Canada 

The road ahead is hard. Success demands bold, swift action and focused, agile execution over many years. 
But if we follow the path outlined here together, the tangible goal this Council put forward for Canada almost 
two years ago—to boost the median household's annual pre-tax income by $15,000 above current 
projections by 2030—is, we believe, eminently achievable. The Canada Infrastructure Bank, for example, 
has the potential of delivering $200 billion worth of productivity-enhancing projects over 10 years. 

We expect these investments alone would boost annual GDP by $40-50 billion and deliver $1,350-$1,700 of 
the additional increase in median annual pre-tax household income that we have targeted. 

Achieving the overall target will require progress across the full suite of our recommendations. And success 
in the end will be measured, not by numbers alone, but through tangible improvements in the lives of 
individual Canadians. The artificial intelligence entrepreneur who scales up her 200-person, Montreal start-up 
with investment from the Canadian Business Growth Fund; the recent immigrant in Waterloo working as 
a sales representative at a medical devices company that exports to Asian markets expanded by free trade 
agreements; the former long-haul truck driver who has used a Lifelong Learning Fund grant to become 
a technician at an autonomous vehicle maintenance centre—these will be the true markers of meaningful 
progress by 2030. 

These stories, and thousands of others like them, will provide the forward-looking narrative for a diverse, 
ambitious nation that, in little more than a decade, can transform itself into a thriving model of the new 
knowledge economy, one with a highly skilled and adaptive workforce, a magnet for international talent, a 
beacon of open trade and investment with unrivaled infrastructure, whose tax and regulatory systems 
are fit for an era of technological disruption. Above all, by making sustainable and inclusive growth our 
bedrock, we will leave a legacy for generations to come. ■ 


8 


000029 


















The Path to Prosperity; Resetting Canada's Growth Trajectory 


Document released unde-* th : 

Access to Information Act 

Document d 'U gue en vertu de 
Loi sur Tacces a i : information 


1 Note that Ihroughout the report, we use * the government" to reter to the Government of Canada. 

2 Canada has the second-highest rate ot tertiary education attainment among OECD nations and its human capital rales highly 

on the United Nations Human Development Index. Canada also has high per capita annual production of resources, according to 
th8 U.S. Energy Information Administration. 

3 Rita Gunther McGrath, The pace of Technology Change is Speeding Up," Harvard Business Review, November 25.2013. 

4 Harald Bauer, Mark Patel, and Jan Veira, The internet of Things: Sizing Up The Opportunity," McKinsey insights, 

December 2014. mckinsey.com . 

5 “Global Top 100 Companies in the World by Market Capitalization," PwC/PO Centre •Match 31 i r p ' ■ 1 ‘i 

Alphabet, Microsoft, Facebook, and Tencent Holdings. Amazon and Alibaba are also among the world's 20 largest, but the report’s 
authors consider them to be to be consumer services companies, not technology ones. 

6 Michael Chui, James Manyika, Mehdi Miremadi, "Where machines could replace humans—and where they can't (yet)," McKinsey 
Quarterly, July 2016. mckinsey.com. Other analysts, including the World Bank, suggest the potential for automation is even higher. 

7 JaclynTersigni, "Big opportunities in big data," Via Star, March 13,2017, thestar.com . 

e Homi Kharas, "The unprecedented expansion of the global middle class ,* The Brookings Institution, February 2B, 2017, 
brookings.edu. 

9 Calculations based on World Bank data available at data.worldbank.org . 

10 Those six economies include China, India, Indonesia. Brazil, Russia, end Mexico; measured by GDP at PPP. "The Long View; How 
Will the Global Economic Order Change by 2050?" PwC, February 2017, pwo.com . 

11 Richard Dobbs, James Manyika, and Jonathan Woetzef. No Ordinary Disruption: The Four GlobaI Forces Breaking All the Trends 
(McKinsey & Company, 2015). 

12 Ibid. 

13 Ibid. 

14 Richard Dobbs, James Manyika, Jonathan Woefzel. et al. “Global Growth: Can Productivity Save the Day in an Aging World?" 
McKinsey Global Institute. January 2015. 

15 “How 21st-Century Longevity Can Create Markets and Drive Economic Growth,” World Economic Forum , 

Octobers, 2015, weforum.org. 

^’Dependencyratio* Statistics Canada , Accessed on November 16.2017, statcan.gc.ca . 

17 At 1.1 percent, our productivity growth ags thal of other advanced economies such as the United Slates, Germany, and 
the Un'ted Kingdom. 

18 According to analysis done based on The Conference Board’s "Total Economy Database," the Un ted Nations Department of 
Economic and Social Affairs Population Division, and the international Labour Organization, Canada faces a 53 percent drop in GDP 
growth from the past 50 years to the next 50 years in abase case scenario—a larger decline than Germany, South Korea, Japan, 
Auslra ia, Italy, the United States, France, and the United Kingdom, 

19 The forecast assumes 0,0 percent annual growth in median pre-tax household income. The target annual growth rate is 1.8 percent. 


9 


000030 

















Document re eased un 

Access to Information j 

Document d ilgue en 
. : nr.c ■ } in for .i 


Annex D - Investing in a Resilient Canadian Economy 













■ v : ■' :■/:■ fee! ■"f r tl.ie 

Access to Information A :t 


INVESTING IN A RESILIENT 
CANADIAN ECONOMY 

ADVISORY COUNCIL ON ECONOMIC GROWTH 
December 1, 2017 




000032 




Investing in a Resilient Canadian Economy 


Document released under the 
Access to Information Act 

Document d m gue en vertu de 
Loi sur lecces a i : information 


Executive summary 

To thrive in a rapidly evolving world, Canadian businesses in nearly every industry must enter new markets 
and develop more innovative products and services. Policy makers must ensure businesses and workers can 
make the investments necessary to do so. Furthermore, the definition of investment needs to be broadened 
beyond the traditional categories of structures, machinery and equipment, and intellectual property. 
Investments in human capital, in data assets, and in the adoption of new technology are increasingly vital 
drivers of growth and competitiveness. 

Supporting higher levels of business investment needs to become a government priority. Investment In 
Canada’s economy has lagged that of the United States and other peer countries, and our productivity has 
slipped from 90 percent of US levels in 1985 to 78 percent in 2016. 1 Median real wages have grown at a 
slower pace here than in the United States as well. 2 

The Council recognizes that this is a complex issue. Many of our prior recommendations will generate higher 
levels of investment—notably, launching innovation initiatives, establishing an Invest in Canada Hub, creating 
an Infrastructure Bank, and promoting growth in key sectors through the Economic Strategy Tables. But 
in this report, we go a step further. Building on the substantial work that has been done on this topic by many 
leading Institutions* we make three additional recommendations to boost investment and Canada's 
economic resilience: 

1 An agile regulatory system that acts as a catalyst for investment and innovation The regulatory approach of 
the Government of Canada (hereafter “the government") needs to evolve to better fit an economy where 
innovation and change are the norm. Regulation has to be agile and adaptive enough to address the ways 
that innovative companies will continuousty rewrite the rules of competition, ensuring sufficient oversight 
to protect the public interest without posing obstacles to innovation. Ideally, Canada's regulatory environment 
should act as a catalyst for new products and business models, especially in promising industries such as 
life sciences, financial technology (fintech), and agri-food. Regulation also must be predictable, efficient, and 
consistent, so it is not a barrier to business investment, innovation, and ultimately, economic growth. To 
drive these changes, we recommend establishing a dedicated Expert Panel on Regulatory Agility. 

2. A targeted tax review to create incentives for investment The government must review Canada’s tax 
system to ensure it spurs investment and competitiveness. When the country last conducted such reform 
decades ago, investments in physical assets were more important and global trade less so than they 
are today. Our tax system must be updated for the modern economic era— to safeguard Canada's status 
as a globally competitive tax jurisdiction and to ensure that it incentives investments in innovative 
technologies and intellectual capital. For example, under our current tax system, manufacturing companies 
are taxed at an effective rate of 8 percent—roughly one-third of the rate applied to the information and 


* We thank the many experts who contributed their time and ideas in the creation ot this report, and are grateful to have been able io 
rely upon the Insights in ihe many reports previously published on these topics such as the Canadian Charnber of Commerce's 
Ten Ways to Build a Canada Thai wins, ihe Conference Board of Canada's Canada's New Trade and Technology Paradigm, and the 
C.D. Howe Institute's Equipment Failure: Feeble Business Investment Costs Canadians Their Competitive Edge . as well as 
numerous publications by academic institutions, think tanks, Statistics Canada, and independent researchers across the country. 
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communications technology (1CT) industry. Therefore, we recommend a targeted review aimed at ensuring 
that the tax system fosters the government’s economic goals, to be led by an independent panel. 

3. A tailored set of initiatives to unleash SME investment. Small and medium-sized enterprises (SMEs) are the 
backbone of Canada’s economy, representing 60 percent of private-sector employment and a third of 
Canada’s GDP. However, Canadian SMEs invest less than their American counterparts, and they export less, 
In aggregate, than their Organization for Economic Co-operation and Development (OECD) peers. The 
challenges these companies face are different from those faced by large corporations, and require different 
solutions. The government should expand its advisory service programs, prioritize its export support 
programs, and promote the adoption of Innovation and technology. These changes will stimulate greater 
investment by SMEs from coast to coast, helping them achieve sustainable growth. 

Together, we believe these recommendations will not only provide an enduring boost to business investment, 
but lead to a more resilient Canadian economy and provide a step change in our long-term economic growth. 

m m m 

In the new global economy, business investment is more important than ever 

Change is the hallmark of our new economic era, and navigating It requires businesses to invest, Globalization 
and the accelerating pace of technological change are putting pressure on companies to reinvent themselves, 
transform their business models, and move into new markets faster than ever. Workers wii! need to acquire 
new skills as automation and other technological advances make their older ones become obsolete. 

No sector of the economy, and no region of the country, is Immune to disruption. Incumbents In industries as 
diverse as automotive manufacturing, financial services, and entertainment are under attack by new 
challengers such as Tesla, Wealthsimple, and Netflix. Whether they offer services or sell goods, companies 
are finding their business models threatened by innovative new technologies. Advances in additive 
manufacturing, for example, are increasingly enabling manufacturers’ customers to print their own parts, 
reducing the need for factory machines, production lines, and transportation services. Even dominant 
players face the threat of disruption. Many retailers, for example, have been relatively slow to respond to the 
emergence of e-commerce, opening the door for Amazon to capture substantial market share. 

These shifts affect all participants in the economy—businesses, workers, suppliers, communities, and 
governments. (Our accompanying report, Learning Nation: Equipping Canada’s Workforce with Skills for the 
Future , looks in depth at the impact of disruption on workforce training and the investments needed to 
enable workers to capture the opportunities created by the changing global economy.) 

Companies must invest to adapt and grow. John Deere, for example, which has produced tractors and other 
farm equipment since the early 19th century, invested substantially over the last decade In its digital 
capabilities. The company is now a world leader in precision farming, Internet-enabled farming equipment, 
and agriculture analytics. 3 Similarly, Enbridge recently piloted the use of fibre-optic cables along pipeline 
routes to detect the small vibrations or changes in heat or sound that are characteristic of oil leaks, allowing 
It to detect and contain leaks more quickly. 
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Investment is also a core driver of productivity and growth in the broader economy. 4 For example, investment 
by farmers in combine harvesters during the first half of the 20th century helped them manage more land and 
produce bigger harvests. As a result, the percentage of the workforce employed in agriculture fell from 64 
percent in 1850 to 2 percent today, while the output of the farming sector increased. This paved the way for the 
shift in employment to the manufacturing industry, and the accompanying increase in living standards. 5 Today, 
some farmers use technologies such as drones and sophisticated instruments to measure the health of their 
crops and determine the optimal level of water and nutrients they need, which could help double yields. 

These types of advances drive sustained economic growth, resulting in rising living standards. 6 Exhibit 1 

illustrates this point: over a 60-year period, countries with higher levels of business investment tend 

to be the ones with higher levels of income, as measured by real GDP per capita. 7 As markets and business 


There is a strong relationship between investment levels and GDP growth per capita. 
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models continue to evolve at an ever-increasing pace, the need for such investments will become ever 
more urgent 

Broadening the definition of investment 

Traditionally, economists have focused on three types of business investment: investment in facilities, such as 
office buildings and factories, known as non-residential structures; investment in machines and equipment 
(M&E), such as trucks, conveyor belts, and computers; and investment in intellectual property (IP)—that is, the 
research and development that leads to innovative products and services. 

Today, however, gains in productivity increasingly come from other types of investment. Investing In human 
capital by establishing worker-retraining programs or partnerships with educational providers makes 
employees more productive and allows them to reap the benefits of new employment opportunities created 
by technological progress. 0 investment in adopting innovations developed by other companies rather than 
through internal R&D, meanwhile, can be a cost-effective and low-risk way to raise productivity. 

( 

Investments in data increase product vity, too. Through data analytics, companies can gain fresh insights 
about their consumers and operations. For example, in healthcare, new analytics solutions assess large 
pools of patient data and rapidly identify risk factors emerging in certain populations, as well as more effective 
solutions to treat them. 9 Data and digital solutions play an increasingly Important role across all industries, 
Cross-border flow of data and information is expected to grow at 37 percent per year over the next five years. 10 
Half of al traded services are digital; e-commerce now represents approximately 12 percent of the 
world's trade in goods; and by 2020, nearly a billion shoppers will spend nearly a trillion dollars in cross- 
border purchases. 11 Thus, while investments In physical trade infrastructure will continue to be 
essential for promoting trade in physical goods, investments in data will be increasingly important for 
promoting trade in services. 

Despite a pSethora of initiatives, Canadian businesses are not moving quickly enough 
In the face of these changes, Canadian companies must invest more, invest differently—and invest now. 
Canada’s record of investment is mixed. As a percentage of GDP, Canada invests 5.4 percent in M&E and 
3,3 percent in IP—below the OECD average in both categories, and far behind the United States, which 
invests 6.6 percent and 5,0 percent, respectively. 12 On a per-worker basis, this means Canada has invested 
30 percent (ess than the United States since 2000, and also trails other developed economies, such as 
France and Australia (Exhibit 2). 
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Exhibit 2 Business investment intensity in Canada relative to peers 
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The relatively low level of M&E investment is due almost entirely to meagre investment in information and 
communication technology (ICT), which accounts for more than 80 percent of the M&E investment gap 
between Canada and the United States. 13 ICT investment significantly boosts productivity, and it is essentia! 
to competitiveness in an age ol disruptive technological change. 

And while investment in non-residential structures has generally been healthy, recent announcements 
suggest a worrying shift. The cancellations of TransCanada's $16~billion Energy East pipeline and Pacific 
Northwest’s $36-billion liquid natural gas (LNG) facility, for instance, will substantially reduce capital 
investment in structures in the coming years. 
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Labour productivity in Canada and the United States 


GDP per hour worked (PPP adjusted USD at 2010 constant prices} 
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Years of underinvestment have contributed to Canada's lagging productivity, 14 which has slipped from 
90 percent of US levels in 1985 to 78 percent of US levels in 2016 (Exhibit 3). 15 Over this time period, Canada’s 
productivity growth ranked 15th-stowest out of 18 comparable OECD economies, and real median 
wages have remained effectively flat, While investment growth has spiked in the past three quarters, it is 
not sufficient to make up for decades of underinvestment. 

The Council is cognizant of the numerous challenges to raising business investment. Canada’s relatively low 
population density and our ageing population, for instance, are two factors that present barriers to 
investment. Additionally, many interrelated factors within the economy influence business investment 
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Numerous factors influence business investment decisions 


Factors affecting Investment decisions 
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decisions—from the existence of competitive pressures to modern infrastructure (Exhibit 4). And strong 
investment is both a product of a healthy economy and a driver of one. Thus, governments must consider a 
range of policies to improve investment, which in turn can create a virtuous cycle of economic growth. 

For three decades, Canadian federal governments have implemented numerous economic measures that, 
directly or indirectly, aimed at promoting healthy business investment. We expect that the Council’s 
previous recommendations will also contribute to higher levels of business investment. (See Box 1 for specific 
examples of each.) 

But the government must do more, and soon. In a recent poll of 60 of Canada's largest companies, 

30 percent of leaders said that Canada was a worse place to invest in than other countries in which their 
companies invested; only 14 percent said it was better. Additionally, a third said the investment climate 
had deteriorated over the past five years, while only 2 percent said it had improved. 

The Council has undertaken extensive consultations with the business community and researchers in 
a wide array of fields to understand the root causes of these issues. Business leaders told us that investment 
opportunities, competition, and access to markets were three key factors influencing their investment 
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I Box 1 

Prior measures to promote investment, 
innovation, and economic resilience 


For decades, Canadian governments have undertaken 

efforts to improve the economy and promote investment, 

innovation, and integration with the world economy. 

Federal government initiatives 

■ taxes. Since the early 2000s, the governments have 
made concerted efforts to make corporate tax 
rates in Canada more competitive as a means of 
attracting foreign companies and encouraging 
Canadian ones to invest. 

s 1 face. The signing of free trade agreements 
with countries representing 55 percent of the world’s 
economy has given Canadian companies easier 
access to business opportunities abroad, 

E Foreign direct investment The government has signed 
foreign investment promotion and protection 
agreements with 36 countries, offering Canadian 
companies greater access to foreign markets. 

« Innovation The Business Development Bank of 
Canada (BDG) and the Venture Capita) Action 
Plan give innovative young companies financing to 
support growth and new investments. 

® Inflation The federal government and the Bank 
of Canada have explicitly targeted and achieved low, 
stable inflation since the early 1990s. This 
contributes to overall economic stability, minimizing 
the risk of macroeconomic shocks. 

o Regulation Notable regulatory initiatives that 
support investment include the Canadian Free Trade 
Agreement, which came into force in July 2017, 
reducing barriers to trade between provinces, and the 
Cabinet Directive on Regulatory Management, 
improving the efficiency of regulation. 


The Council made several earlier recommendations that 
we expect will drive economic growth and support higher 
levels of investment. 

The council’s prior recommendations 
0 Establish an infrastructure Bank. The bank will channel 
substantial additional private capital into infrastructure 
projects across Canada, boosting investment. 

® Unlock innovation to drive scale and growth. The 
recommendations from the Council’s February 2017 
report that the government is in the process of 
implementing—including the Superclusters Initiative 
and the Canadian Business Growth Fund—are 
geared toward supporting investments in innovative 
companies and industries with a high potential 
for growth. 

■ invest in Canada Hub. The proposed agency would 
squarely focus on attracting more foreign capital 
to Canada. This capital would translate into higher 
levels of business investment. 

® Boost (rade Increasing access to foreign markets, 
including China, India, and Japan, encourages 
the growth and prosperity of Canadian companies. In 
an increasingly interconnected world, this will be 
essentia! to remaining competitive. 

a I to skilling The establishment of a FutureSkills Lab 
and training programs supporting adult workers 
are critical components of the strategy to boost the 
country’s competitiveness and productivity. 
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Exhibit 5 Priority Issues for Canadian business leaders 


■ Respondents who disagree H Respondents who agree 
or strongly disagree or slrongty agree 


Factor 1 

Survey question 

Investment 
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My company has many attractive 
commercial investment opportunities 

Costs 

Major costs my company faces 
(e.g. labour, utilities, transportation) 
are globally competitive 
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High levels ol competition in my industry 
incentivize my company to invest in order 
to maintain a competitive edge 

Regulations 

The regulatory environment is efficient 
and does not impose substantial 
additional costs on my company 

Access to 
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My company has access to 
sufficiently large markets 1 6 justify 
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Taxes 

Tax rates are attractive 

Stability 

The level of political stability and 
legal certainty promotes a healthy 
investment environment 
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talent 

My company has sufficient access 
to talent 

Modem 

infrastructure 

Infrastructure Is sufficiently 
modern and enables my company 
to operate efficiently 

Government 

programs 

There are strong government programs 
that encourage my company to invest (e.g. 
R&D tax credits, government grants) 


Disagree/Agree 



Relative importance 
tout of 10] 3 

dddd ydddd; 12 





2.1 


1 Costs, taxes, and regulation highlighted for emphasis. 

7 Other possible responses were “somewhat agreed “neither agree nor disagree", and "somewhat disagree" 

3 Tha relative importance of each (actor for investment decisions. Respondents ranked each (actor out o( ten; average scores are shown. 
Source: Business Council ol Canada Survey of Canadian business leaders, 2017; n = 61 


decisions, and they view Canada as performing well in each of these areas. However, the executives cited 
input costs, regulations, and taxes as also piaying important roles in business investment decisions, and 
graded Canada poorly in these three areas {Exhibit 5). 

While it is difficult for the government to directly lower Input costs for Canadian businesses, 16 it can —and 
must—tailor the regulatory and tax systems to a more dynamic era of technological disruption and 
global competition. As well, there is an additional set of investment challenges faced by-SMEs in Canada. 17 
A 2017 survey by the BDC looked at the barriers to growth among high-impact firms, 18 and highlighted 
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a number of challenges associated with financing operations, attracting talent, and a lack of confidence 
in the economy. The fact that these challenges differ from the issues faced by large businesses underscores 
the complexity of Canada's investment problem and the need for a multifaceted approach. 

Reforms in these three areas have the highest potential to spur the investment and innovation that Canada 
needs to remain competitive in the evolving global economy. They also fall squarely within the purview of the 
federal government. 

In addressing these three topics in our recommendations, we build on the substantial work already 
conducted by many of Canada's economists, universities, think tanks, and governments, including the C.D. 
Howe Institute, Conference Board of Canada, Canadian Chamber of Commerce, and Statistics 
Canada. Collectively, groups such as these have transformed the policy debate in this country and helped 
governments for decades make better-informed, more thoughtful decisions. Our recommendations 
in this paper would not be possible without their contributions. 

Our recommendations 

Recommendation: Establish an agile regulatory system designed for the new economy 
Among OECD nations, Canada ranks in the top five on many key measures of regulatory governance. 19 
Our system also has done well in safeguarding Canadians' health and our environment, ensuring fairness in 
commerce, and providing stability to our economy, as during the financial crisis of 2007-2008. 

But to grow the economy, we must change how we design and administer regulations in many sectors. In 
a turbulent world of digital disruption and growing global trade, regulatory measures can both serve the 
public interest and encourage innovation. But to achieve this balance, we need to regulate differently than we 
have in the past. Building on our system’s strengths, we need to enact changes based on three priorities: 

1. Catalyze innovation across the economy. Regulation must accommodate—if not outright foster- 
emerging technologies and business models, especially in high-potential sectors. For instance, 
immunology researchers are discovering ways to strengthen our bodies' natural immunity to diseases, 
but for Canadians to benefit from these discoveries, regulators need to be agile enough to implement 
rules that foster novel breakthroughs while also ensuring patient safety. Fintech companies, meanwhile, 
are simplifying how we invest and interact with our banks—challenging how we think about financial 
services, let alone how we regulate them. The question is: how can Canada develop a world-class 
regulatory environment that helps cultivate, attract, and retain the most innovative companies? 

< Drive coordination between agencies and 'uhsdictions Many Canadian companies that operate 
internationally and across provincial borders have to comply with inconsistent and overlapping rules 
among regulatory agencies and jurisdictions. We can improve the environment for Investment by 
harmonizing rules and better coordinating regulatory agencies, both within Canada and internationally. 


3. Promote efficient and predictable regulation. Slow regulatory processes and overly burdensome 
regulations increase costs for entrepreneurs and businesses (often unnecessarily), and hinder 
their pursuit of new initiatives. We need to streamline inefficient and unpredictable regulatory processes. 
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Meeting these objectives will foster more businesses investment, stimulating faster economic growth for 
Canada, along with more well paying jobs. But making these changes won’t be easy. We recommend 
the government establish an Expert Panel on Regulatory Agility—an independent, standing body comprising 
private-sector and academic representatives—to guide its future regulatory plans. This panel, which we 
describe in greater detail later in this report, will act as the driving force behind the three priorities that our 
regulatory system must reflect. 

Priority ft V. Catalyze innovation across the economy 

In an era of accelerating global shifts, regulations must evolve hand-in-hand with the industries they govern, 
and encourage the development and testing of new ideas, This means the regulatory system must be 
open, flexible, and quick to adapt. However, drafting of regulations is typically a careful and time-consuming 
process. To reconcile this contradiction, some countries are implementing frameworks and policies that 
allow regulators to keep pace with sectors undergoing rapid evolution. 

* In 2014, the United Kingdom launched Project Innovate, an initiative dedicated to supporting innovative 
financial services companies. Among other policies, Project Innovate created a regulatory 
"sandbox"—a policy framework that allows new financial services companies to safely test new 
business models without the burden of having to conform to ail regulatory requirements. 20 

« The Japanese government has adopted fast-track approval processes for regenerative-medicine 
solutions that were originally outside the purview of traditional regulators, ensuring that patients 
and investors alike benefit from these breakthroughs quickly. 21 The country has also Implemented 
regulatory sandboxes similar to those the United Kingdom is embracing. 

c In Sweden, government agencies and the private sector collaborated to define new regulatory 
standards for the world's first electric road system. 22 The government recently opened a two-kilometre 
strip of highway to pilot this technology—the first of its kind in the world. 23 

Canada is starting to experiment with similar policies—one example is Ontario's ongoing pilot program to test 
self-driving vehicles 24 —but we need to do far more. For instance, we need up-to-date rules on the 
collection, storage, and use of data as they will determine how Canadian firms innovate and compete. 25 
Canada needs to be more forward-thinking when designing these rules. 

Priority #2: Drive coordination between agencies and ju isdictions 

A regulatory system can stall innovation if it is beset by overlapping, even conflicting regulations across 
Teguiatory bodies, regions, and trading nations. Inconsistent or duplicate regulations add unnecessary 
compliance costs and administrative burdens to businesses, and Impede innovation. In the healthcare sector, 
for example, dffferent regulatory standards among provinces limit the adoption of some diagnostics 
in parts of Canada—including ones with proven results, such as the highly effective FIT colorectal test for 
cancer. Introduced in British Columbia and Alberta in 2013, the test remained unavailable in Ontario in 
late 2017, We must eliminate this type of inconsistency if we are to create an environment that attracts global 
innovation and in which Canadian companies will flourish. 
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We must improve regulatory coordination in other respects, too. Legal and institutional barriers prevent 
agencies from sharing information when developing regulations; that must change. And government 
must include input from private-sector stakeholders in regulatory cooperation initiatives, such as the newly 
minted Regulatory Reconciliation and Cooperation Table. 

Federal agencies also need to collaborate better with their provincial and international counterparts in 
setting regulatory objectives, standards, and enforcement mechanisms. While the federal government shares 
legal jurisdiction with other governments in many areas, it should use its influence and leadership to 
promote harmonization. 26 

Better coordination can make a significant difference. For example, Canada and the United States worked 
together through the Canada-US Regulatory Cooperation Council (RCC) to align energy efficiency 
standards across the two nations. 27 In addition, regulators on both sides of the border continue to share 
ins'ghts on how best to regulate drones. 28 

Priority #3; Promote efficient and predictab’e regulation 

To stimulate more investment and attract more capital, Canada should aspire to set the global gold standard 
for regulatory efficiency and predictability. Efficient regulations achieve their intended social outcomes 
without imposing substantial unnecessary costs or delays on businesses. The Council believes there are 
several areas where regulatory efficiency must improve, For instance, researchers cite the stringency 
and detailed filing requirements of our regulatory system as one of the reasons that new drugs are introduced 
to Canada, on average, almost a year and a half after they are in the United States or Europe. 29 Service 
standards for various administrative processes-currently established by each department-could be set 
more aggressively. The approval process for major infrastructure and energy projects can take far 
longer than in other countries (see Box 2). 30 And Canada ranks 32nd out of 35 countries on the OECD’s 
FDI restrictiveness index-an issue exemplified by ownership restrictions in the rail industry, which 
differ even between individual companies. 31 

These challenges are not isolated to the federal level. 32 The World Bank’s Doing Business report, for example, 
ranked Canada 34th out of 35 OECD countries in the speed of permit granting for new construction projects, 
based on municipal permitting times in Toronto (Exhibit &)P 

Regulations can also be made more efficient and transparent by raising the engagement of the private 
sector in their design, particularly in new and emerging Industries. Actively seeking regular private-sector 
feedback would allow regulatory bodies to better understand the potential impact of regulatory 
proposals and to potentially find less burdensome alternatives that achieve the intended outcomes. 

The United States, for instance, administers a single, centralized web portal where all proposed 
regulations are posted for public comment, The initiative has facilitated the submission of more than 
1.7 million comments and proposals since its Inception six years ago. 34 

Finally, applying regulations in a predictable and consistent manner helps businesses plan for the costs 
associated with abiding by the rules, Canada's regulatory system sometimes fails to meet this 
standard, particularly in industries where approval processes are complex, such as natural resources 
and pharmaceuticals. 
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Design principles foi the Expert Panel on Regulatory Agility 

The government should form an Expert Panel to oversee a wide-ranging review of existing regulations 
(so-called regulatory stock) and the relevant management processes. It also should undertake a 
comprehensive assessment of the aggregate regulatory burden shouldered by Canadian businesses. Taking 
account of this burden will be an important—albeit challenging—first step in reducing unnecessary 
and costly regulation. And while the Council is encouraged by recently published drafts of thB new Cabinet 
Directive on Regulatory Management, which directs each department to evaluate its regulatory stock, 
such an assessment must be conducted across government. 

In convening the panel, it is vital to ensure that the combined group has relevant expertise, independence, the 
ability to affect policy, and freedom to coordinate with other government bodies; 

Relevant expertise. The panel should be led by representatives of the private sector and academia who would 
advise on changes occurring within key industries. Such a group would be best positioned to provide 
direction on the urgency and nature of the regulatory challenges facing Canadian companies, and provide 
input into the development of tools that can help drive effective and efficient regulations. The panel 
would also be supported by staff from the Treasury Board Secretariat to ensure that it leverages the 
considerable regulatory expertise within the government. 


Collaboration forums. The Panel should host "co-creation projects’ 1 —forums that bring together private- 
sector representatives (Incumbents and disruptors), government officials, and other stakeholders to 
collaborate on the design of new regulations in rapidly evolving industries. While the government would make 
all final decisions, these projects would inform how best to design regulations that both foster innovation 
and protect the public interest. 35 

independence. The panel should be ndependent from the government so that It can make objective 
recommendations. To this end, it should be funded for an initial three- to five-year period before a review 
ensures its continued relevance and effectiveness. 

Policy in jpact. The panel should make Its recommendations directly to the Treasury Board, the Cabinet 
Committee responsible for regulatory oversight and planning. Its findings then would be published to ensure 
transparency, and the Treasury Board would have the responsibility to publish a formal response. 

Coordination with othe r governmenl bodies. Th8 panel should work closely with the Economic Strategy 
Tables to ensure they are aligned with one another. It would also coordinate with existing regulatory 
cooperation forums, such as the Regulatory Reconciliation and Cooperation Table and the Canada-US 
Regulatory Cooperation Council. 

Taken together, we are confident that the process outlined above can transform Canada's regulatory system 
Into one that enables investment and serves as a catalyst to innovation. Implementing them would be a 
significant step toward ensuring that Canada continues to have a vibrant, dynamic economy, regardless of 
the disruptions that technology or globalization may bring. 
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I Box 2 | 

Regulatory barriers to innovation in high- 
potential industries 


Life sciences and healthcare. Canada has distinct 
advantages in these sectors, but we must update our 
regulatory policies if we are to capture the full 
economic opportunity presented by rapid advances in 
fields such as immunology and medical devices. 
Differences in standards and approval processes among 
provinces and between Canada and other countries 
slow the adoption of new treatments, The 2015 Report of 
the Advisory Pane! on Healthcare Innovation, for 
example, argues that Canada lags in its adoption of 
international regulatory standards for medical 
devices. Similarly, Jack of common provincial standards 
in the regulation of electronic health records limits 
our ability to take advantage of advances in healthcare 
analytics. 1 This not only curbs researchers' efforts to 
tap nationwide pools of data for insights, but can prevent 
institutions within the same city from sharing patient 
records —even when instructed to do so by patients, 2 

Fintech. Global investment in fintech is growing at almost 
40 percent per year—attend that will significantly 
disrupt the financial services industry. Canada has the 
potential to lead in this arena, thanks to the size of 
our financial sector, the strength of our banks, the cutting- 
edge research occurring at Canadian universities, and 
the growth of fintech innovation clusters. However, the full 
potential isn’t realized, in part because burdensome 
regulatory requirements discourage start-ups and slow 
their growth. Similarly, differing policies among provinces 
prevent new companies from expanding nationwide. 3 
Greater collaboration between regulators, combined with 
more flexible regulatory policies, could help stimulate 
the sector. For example, the 2017 report The Bfockchaln 
Corridor argues that the lack of a national strategy on 
the regulation of blockchain technology greatly hinders 
Canada's ability to create global champions in 
this growing field. Other countries are embracing this 
challenge: for example, the Monetary Authority of 


Singapore (MAS) recently identified the establishment of 
conducive regulations as “one of the most critical pieces 
[to] get right" to support the industry. 4 

Oil and gas. Regulations play a particularly important role 
in the natural resource sector in protecting workers, 
the environment, and the rights ot Indigenous people. 
However, regulations must be more predictable 
and efficient to avoid unnecessarily discouraging 
investment. The average pipeline approval time 
in Canada is between five and six years, significantly 
longer than In peer economies such as Australia or 
the United States. In the latter, approval times are a mere 
18 to 20 months. 6 The impact of these delays is 
substantial; Kinder Morgan estimates it spent $600 
million to comply with the approval process for its 
proposed TransMountain pipeline. One potential solution 
would be for the Federal Cabinet to make rulings early 
in the approval process before investors have committed 
significant time and capital. We also acknowledge 
the ongoing Review of Environmental and Regulatory 
Processes, In this context, we underscore the 
importance of striking a balance between the develop* 
ment of Canada's natural resources in a responsible 
and sustainable manner and maintaining a regulatory 
environment that is conducive to investment. 

Manufacturing. Advances in automation and additive 
manufacturing (i.e., 3D printing) could fundamentally 
transform the production and distribution of industrial 
goods, affecting companies throughout the manu¬ 
facturing supply chain. It is essential that Canadian 
manufacturers keep up with these changes—something 
that is only possible if our intellectual-property laws 
balance the rights ot innovators and consumers. 6 For 
example, without adequate regulatory protections, 
patented physical objects could be 3D-printed without 
permission, harming patent creators. 7 
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Box 2 


Agri-rood Innovation is boosting productivity in this 
sector around the world, tn the Netherlands, farms 
use cutting-edge techniques to grow tomatoes using 
less than one-twentieth of the water per pound of 
product than the global averaged An Innovation-friendly 
business climate is fundamental to realizing similar 


productivity gains In Canada. Coordinated regulatory 
standards between provinces and with foreign regulators 
will reduce costs and foster more investment in 
the sector. For example, growing regulatory obstacles to 
trading with the United States has added substantial 
burdens to agri-food companies in the last decade. 9 


1 For mor© detail, see chapter 7 ot the Report of the Advisory Panel on Healthcare Innovation, Unleashing Innovation: Excellent 
Healthcare for Canada, Government of Canada, July 2015, canada.ca . 

2 Other examples exist as weH. Advances in stem cell technology have outpaced the speed of regulatory change, with provincial 
regulators and Health Canada not yet having implemented policies that govern many stem-cell-based procedures that are available 
in Canadian clin’cs. 

3 For example, the November 2017 Conference Board of Canada report on crowdfunding cites a lack of harmonization between 
provincial regulators as one ot the barriers that wiH need to be overcome in order to stimulate growth in crowdf uncling. Wisdom of the 
Crowd? Crowdfunding and Canadian innovation, Conference Board of Canada, November 2017, conferenceboard.ca 

4 As cited in a November 2017 speech by the managing director of the MAS. The full transcript of the speech is available 
at mas.gov.sg . 

5 HIS Markit report, cited In Stikeman Elliott, "The Timing ot Major Energy Project Reviews,' Calgary Hetald, 

April 24, 2017, pressreader.com . 

6 Brett Slaneyand Antonio Turco, "No Glasses Required; 3D Printing and the Current Canadian IP Framework;' 

December 18 2013, lexology.com . 

7 Rajesv Sachdev, ”30 Printing Raises Intellectual Property Legal Issues Not Seen Before in Traditional Printing,*' IP Osgoode, 

October 26.2016. iposgoode.ca . 

8 Frank VViano, "This Tiny Country Feeds the World," National Geographic, September 2017, nationalgeogra phio.com . 

9 Bob Seguin and Janalee Sweet land, Drivers of Canadian Food Processing Competitiveness: Macro Factors and Micro Decisions, 
Canadian Agri-Food Poficy institute, February 2014, capi-icpaca. 


Recommendation: Modernize the Canadian tax system through a targeted review to ensure it 
drives investment and innovation in the new economy* 

An overdue review 

Canada needs to update its tax system to create incentives for investment and innovation. To accomplish this, 
the government should undertake a targeted review. The global economy has evolved considerably since 
our tax system underwent the most recent significant review in 1986. While investment in physical capital such 
as factories and equipment once was the primary driver of economic growth, today it is intellectual capital 
that powers the economy. The value of intellectual property licensed in Canada, for example, has risen from 
$56 million 30 years ago to over $4.5 billion today—an 80-fold increase. 36 Moreover, Canadian companies 
increasingly must compete with companies based anywhere in the world. 37 And there are indications that 
current policy does not support these goals: there are opportunities to improve the tax-incentive 


* The Council wishes to thank Jeffrey Trossman of Biakes for his contributions to this section of the report. 


16 


000048 
















investing in a Resilienl Canadian Economy 


Doc ire*: released unci 

Access to Information ,4c 


Document d u gue en v 
Loi sur locoes a / inform, 


programs for innovation; introduce favourable tax treatment of intangible assets and intellectual property; 
put all sectors of the economy on a level playing field; maintain competitive corporate tax rates in the 
face of changing global conditions, while ensuring that everyone pays their fair share; and apply a customer 
experience lens to tax administration. 

The Council believes three priorities should guide how Canada shapes its tax system to support investment 
and growth, We highlight specific policies that merit further consideration in Box 3. 

Priority tf 1: Foster the development and adoption of innovation 

Effective tax policy can encourage investment in innovation by both established and growing companies by 
smoothing financial returns over time and supporting high-risk, high-reward bets. There is a notable need for 
more of this type of support in Canada. 38 

Several improvements to Canada’s suite of tax-incentive programs could help provide this. First, 
administrative changes to existing programs such as Ihe $3.6-billion Scientific Research & Experimental 
Development (SR&ED) could allow them to deliver greater impact, as we detailed in our earlier report, 
Unlocking Innovation to Drive Scale and Growth . Second, Canada should introduce new tax-incentive 
programs based on models that have proven effective in other countries. For instance, the United 
Kingdom, the Netherlands, and Ireland have reduced rates on taxable income derived from the exploitation 
of intangible property in order to encourage businesses to not just conduct research but commercialize 
it. Third, Canada should review long-standing tax measures that are intended to support higher levels of 
investment but may no longer be appropriate. It could, for example, reduce depreciation periods 
for certain types of intangible assets, a move that would boost after-tax returns on such investments. 

Moreover, the government can do more to moderate the impact of uneven tax rates between sectors or 
geographies, which distort the after-tax returns on investments. Such distortions lead to inefficient allocations 
of capital to investments with lower returns, limiting productivity growth, The manufacturing industry, for 
example, benefits from a marginal effective tax rate of 8 percent-roughly one-third of the rate applied to the 
information and communications technology (ICT) industry, putting ICT at a disadvantage in attracting 
investments. 39 

Priority H2: Solidify Canada’s posilion as a global magnet for investment and talent 
Global competition for foreign direct investment is intense, especially as developing countries have 
increasingly started to tight for capital. 40 While Canada is an attractive destination for investment today, 41 
changes in tax policy could improve our competitive position. The lax rate on new investments- 
known as the marginal effective corporate tax rate 42 -is 17 percent, second lowest in the G7 behind the 
United Kingdom. A 2016 KPMG study ranked Canada as having the lowest overall corporate tax 
burden among ten peer advanced economies across a number subsectors, including R&D (e.g., biomedical 
research), digital services (e.g., software production), and corporate services (e.g., securities trading). 43 

But as other countries embark on tax reform, Canada may see its enviable competitive position erode, 
reducing FD! inflows. Proposed tax changes in the United States, for example, may reduce rates to 
levels in line with or below Canada’s, produce more favourable rules for deducting capital expenditures, and 
lead to the adoption of a "territoriar system that encourages repatriation of corporate profits. 
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Box 3 | 

Tax policies meriting further consideration . 


Streamline existing programs that support investment. 
Canada’s $3.6-billion SR&ED program encourages 
companies to conduct research and development, which 
boosts those companies’ productivity, which rn turn 
provides spillover benefits for the surrounding ecosystem. 
As previously noted, there Is an opportunity to 
make these programs even more impactful by, for 
example, simplifying the complex application 
and auditing processes. 

Introduce new programs that support investment. The 
government should continue to assess the effectiveness 
of new tax instruments; For example, a growing 
number of countries and jurisdictions—including Quebec 
and British Columbia—have introduced "patent box" 
programs over the pkst decade. 1 These programs allow 
companies to pay lower tax rates on income derived 
from the exploitation of intangible property, such as 
licensing software. By raising the return on Investment for 
such projects, the programs encourage businesses 
to commercialize research discoveries. 

Adjust withholding tax rates. Unlike many other advanced 
economies, Canada makes companies pay “withholding 
taxes,” which are taxes on the royalties that Canadian 
companies pay to businesses in other countries for the 
use of their intellectual property, such as patents and 
software. Foreign companies often pass on the increased 
costs resulting from these taxes to the Canadian 
licensees In the form of higher prices, making It more 
expensive for Canadian businesses to adopt new 


technologies developed abroad. 2 Canada imposes 
similar kinds of taxes on direct dividends paid to foreign 
investors as well, which can reduce FDI because such 
taxes don't exist in many peer countries. 

Adjust policies that influence investment. Adapting tax 
rates and rules on certain types of investment could 
make such investments less expensive for Canadian 
companies. For example, some types of intangible 
assets (such as goodwill and unpatented know-how) are 
depreciated over periods in excess of 20 years, 
compared with 15 years in the United States. The longer 
amortization period reduces the after-tax return on 
those investments. As well, the regime for expenditures 
on patents generally requires the associated costs to 
be capitalized and depreciated rather than being 
expensed immediately, similarly reducing after-tax returns. 

Ensure multinationals are taxed fairly. While It is important 
to foster an attractive investment environment, we must 
also make sure multinationals do not use loopholes to 
avoid paying their fair share of tax. In particular, countries 
around the world are grappling with issues around 
taxing digital services when customers and suppliers are 
based in different jurisdictions. The European Union, 
for example, is considering implementing a new common 
corporate tax base in order to avoid double taxation and 
opportunities for double non-taxation within the 
European Union. Canada’s tax regime needs to be careful 
to strike the right balance between protecting the 
tax base and encouraging foreign direct investment. 


Nick Pantaleo, Finn Poschmann. and Scott Wilkie, ' improving the Tax Treatment of Intellectual Property Income in Canada." 
CD Howe Institute. April 25. 2013. cdhowe.org . 

? Kenneth McKenzie. "An Analysis of the Economic Effects of Withholding Taxes on Cross-Border Income Flows for Canada." 
Advisory Pane) on Canada's System of Internationa) Taxation. September 2008. fin.gc.ca . We note that me OECD Model Tax 
Convention, upon which most OECD members' tax treaties are based, recommends the elimination of withholding taxes 
on royalties; however. Canada has a longstanding reservation under which it generally imposes a 10 percent withholding tax 
on royalties. Recently enacted “back-to-back" rules have also increased uncertainty with respect to the treatment of 
cross-border royalties, in some situations. 
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Similarly, talent a key Ingredient for Innovative companies-is increasingly mobile, and tax is an important 
tool in the global war for talent. 44 Therefore, the Government should also review personal tax rates to ensure 
Canadian businesses can attract the talent they need to be innovative and globally competitive, 

Transnational tax concerns also have an impact on Canada’s competitiveness. Multinational companies— 
especially those engaged In the delivery of digital services- can shift profits to low- or no-tax jurisdictions. 
This has prompted governments to seek to coordinate tax systems across jurisdictions. The Base Erosion 
and Profit Sharing (BEPS) initiative by the G20 and OECD is one instance of this 46 While Canada has been 
active in these discussions, rising levels of dlg : tal trade will only give rise to more of this type of issue. 

Prionty #3: Bring a customer-experience lens to tax administration 

Businesses 1 interactions with tax authorities influence their future investment decisions. Canada Revenue 
Agency (CRA) has improved its customer service in recent years, in part by streamlining its online tax-filing 
processes, but friction points remain. During tax audits, the agency’s demands for information are sometimes 
overly broad. 46 There are often long delays in processing appeals: according to a 2016 Auditor General's 
report, it takes CRA an average of 454 days to process objections to corporate income tax assessments 47 
On occasion, the agency has not followed agreements it entered into with taxpayers. 48 

CRA should leverage technology to further streamline its operations while striving to provide a better 
customer experience for investors, both foreign and domestic. For example,' tax agencies are starting to use 
big data analytics to quickly and effectively audit large numbers of companies, reducing both administrative 
costs for the government and compliance costs for taxpayers. 

The path forward 

In the face of rapidly changing technology and an ever-more-competitive global marketplace, and potentially 
disruptive changes to US tax laws, Canada cannot afford to be complacent. Taxes have a direct impact 
on nvestment decisions by companies smal and large. The world's leading entrepreneurs and workers have 
more flexibility than ever in choosing where to live and work, so we must ensure that our tax system supports 
efforts to make Canada a preferred destination for investment and talent. 

While we need to adapt the tax system to the changes in the global economy, the Council does not 
believe a comprehensive examination like the 1966 Carter Commission is merited. Rather, we proposes 
targeted review, focused on identifying specific areas where our system has become an obstacle 
to growth and innovation. We recommend the following parameters: 

B Expertise. The review should be led by a panel of Independent tax experts from academia and the 
private sector. 49 The panel should engage in focused consultations with business leaders 
representing different geographies and Industries to ensure that the implications of potential reforms 
are fully understood, 

u Scope. The panel should consider changes to corporate and personal tax rates, the balance between 
types of taxes, and the use of tax instruments designed to support investment. 
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* Outcomes. Once the review is complete, the panel should deliver its report to the Minister of Finance 
and publish its findings, providing transparency into its work. The government, in turn, should publish a 
response to the panel’s recommendations. 

We acknowledge that the government has recently taken steps to review parts of the Income Tax Act, 
announcing plans to reduce the small-business tax rate to 9 percent and make changes to certain rules relating 
to Canadian-Controlled Private Corporations (CCPCs). Our recommendations do not directly relate to 
these planned changes, Once these legislative changes have been enacted, we are recommending a targeted 
review of other aspects of the Canadian tax regime that have a significant influence on business investment 
decisions and, if reformed appropriately, can help prepare Canada for the new global economy. 

Recommendation: Expand advisory programs for SMEs, double down on export support 
programs, and promote the adoption of innovations throughout Canada 
Small and medium-sized enterprises (SMEs) collectively account for more than 60 percent of private 
employment in Canada and a third of this country's GDP. Small businesses are also the source of many 
innovations-Canada’s global champions of tomorrow. 

Still, many SMEs fall short of their potential. Most struggle to achieve significant scale, with only one in 1,000 
companies passing the milestone of 100 employees—40 percent fewer than in 2001 50 Those that remain 
small do not prioritize innovation; on a per employee basis, SMEs invest one-fifteenth the amount of R&D as 
do large businesses. 61 Canadian SMEs afso underperform their foreign peers in terms of foreign market 
reach and productivity. 52 And their exports represent only 26 percent of Canada's total; by contrast, the 
OECD average for SMEs is 40 percent. 

The growth challenges and barriers to investment that smaller businesses face not only are distinct from 
those large companies confront but differ substantially among individual companies. However, SMEs’ biggest 
challenges tend to be lack of access to capital, limited managerial experience, and higher relative costs due 
to their small size. The Council addressed many of these issues in our February 2017 report, Unlocking 
Innovation to Drive Scale and Growth , in which we recommend that the government establish a Canadian 
Business Growth Fund and a Canadian Matching Fund program. We also recommend a review and 
streamlining of federal innovation programs (this review is now under way). However, more work is needed to 
unleash the full potential of Canada’s small and medium-sized businesses. Here, we identify three priorities 
that we believe will significantly spur investment and growth within this sector of the economy: 

1. Expand the most successful SME advisory programs 

2. Strengthen export-oriented programs to unlock $20 billion in export potential 

3. Promote the adoption of innovation among SMEs 
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Priority It 1; Expand the most successful adv'sory programs 

Hlgh-impact SMEs—the subset of businesses that disproportionately contribute to economic growth and 
the creat on of new jobs—often lack the confidence and expertise required to make significant investments! 
be it to adopt a new technology such as 3D printing or to build new capacity to access export markets. 
Trusted external advice can address this challenge and help SMEs deliver on their promise. For instance, 
research has shown that SMEs with advisory boards or access to advisory services outperform their 
peers, 63 While there Is a wide array of advisory programs to support Canadian entrepreneurs—such as the 
BDCs Growth Driver Program, the federal government's Accelerated Growth Services (AGS), and 
numerous local, municipal, and provincial initiatives—the problem of SME underinvestment persists. 

This is due to the limited scale and reach of these programs. The AGS intends to serve 1,000 firms, and BDC's 
Growth Driver Program currently works with approximately 100 high-impact SMEs 64 Even in terms of 
its broader Advisory Services programs, BDC delivers on only about 1,700 engagements per year These 
programs offer much value to the SMEs who participate in them, but the impact is a drop in the bucket 
in a country with more than one million SMEs. 

Expanding these programs will not easy, due to the challenges of finding sufficiently high-level talent to 
counsel entrepreneurs and administering these offerings in a cost-effective manner. That said, we believe the 
upside potential is worth further attention, and suggest the following areas of focus: 

a Cost. Numerous SME advisory programs charge only nominal fees for their services, with the result 
that many lose money. BDC, for example, reported cumulative net losses for its advisory programs of 
$75 million in fiscal years 2016 and 2017, The government should consider subsidizing a portion of 
program operating cost, allowing providers to increase the scale of their programs while simultaneously 
reducing the prices charged to clients. 

* Access to talent. Advisory programs need a larger pool of experienced professionals who can provide 
meaningful counsel to business operators. While additional funding could allow these programs to 
attract more skilled advisers, the government should also consider expanding peer-to-peer mentoring 
for high-potential SMEs, as conducted by the QG100 in Quebec. 

° Awareness and access. Many small-business owners are not aware of the potential benefits of advisory 
programs. The government should launch a national branding campaign similar to the one used to 
promote British Columbia's Small Business Awareness Strategy, 55 Moreover, the multitude of programs 
that support SMEs can make it challenging for entrepreneurs to find the ones best suited to their 
needs. While the government has Introduced Initiatives to streamline its suite of programs-such as its 
online Concierge service simplifying how it interacts with SMEs would help time-pressed 
entrepreneurs more easily access the resources they need. 

Priority if 2: Strengthen export-oriented programs to unlock $20 billion in export potential 
Exports mean more than just growth to SMEs. By exporting, small companies diversify their markets and so 
better manage risk. Exporting firms are also more profitable and see higher returns. 66 However, Canadian 
small businesses account for only 25 percent of Canada's total exports despite representing 30 percent of 


21 
















Investing in a Resilient Canadian Economy 


Doc 0 5 *: released under the 
Access to Information Act 

Document d -u gue en vertu de 
Loi sur Faeces a i : information 


our GDP. If exports could be increased to levels proportionate with the overall GDP contribution of 
SMEs, revenues would jump by more than $20 billion—an opportunity that will only rise as global trade 
flows increase. 57 

Yet small businesses face a wide range of challenges in foreign markets, from complex regulatory regimes to 
tariffs. Without the scale to afford employees dedicated to understanding export markets and procedures, 
they are poorly equipped to tackle these issues. As a result, providing meaningful export support to Canadian 
SMEs must go beyond advice, and put special focus on trade financing, guidance on navigating foreign 
regulations, and market intelligence about foreign markets. While the Trade Commissioner Service and Export 
Development Canada (EDC) provide these types of services, they do so with limited reach—the EDC has 
approximately 6,000 SME clients out of the 73,000 exporting SMEs in Canada. 

One too! used to great effect abroad are export accelerators, which provide targeted, customized advice 
and support to high-potential firms. The accelerators' offerings Include foreign-market intelligence, help in 
complying with different regulatory environments, and lead generation In foreign markets. In 2013, for 
example, Malaysia launched the Mid Tier Company Development Programme, an accelerator designed to 
help promising SMEs maximize their potential in foreign markets. Participating companies saw a 
15 percent increase in exports, compared with 1 percent in the rest of the Malaysian economy, and the 
program delivered more than $500 million In value to the mere 150 companies it has served. 58 

Priority ft 3: Promote the adoption of innovation among SMEs 

As noted earlier in this report, investments in technology make companies more productive and competitive, 
helping them grow. Moreover, the need for companies to both innovate and adopt existing innovations will 
only become more urgent as the pace of global economic change quickens. Smaller firms, however, tend to 
underinvest in new technologies and R&D, in part because the potential benefits that such advances can 
offer are not widely known. 69 

The government should encourage greater adoption of innovations by Canada's small and midsize 
businesses. It could consider, for example, promoting peer-to-peer mentoring efforts between small and 
large companies that would allow entrepreneurs to learn about and see firsthand the innovations adopted by 
larger companies in their sector. In the recent Made Smarter report, a group of leaders In the UK 
manufacturing industry called for a similar program for the adoption of innovation to be piloted in order to 
nurture small business investment, 60 

Existing initiatives could also be either expanded or replicated. Between 2011 and 2014, for example, the 
National Research Council’s Digital Technology Adoption Pilot Program (DTAPP) piloted a series of efforts to 
disseminate technological know-how to SMEs In Canada. Of the firms that participated, 94 percent 
indicated they would be more likely to adopt digital technologies. 61 The private sector initiated a similar 
program called the Digital Adoption Compass, which aims to strengthen relationships between 
companies and disseminate IT know-how online. 
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Conclusion 

Business investment not only is fundamental to a country's economic growth, but serves as a measure of the 
overall health of an economy. Canadian companies’ low level of Investment compared with their global peers 
has significantly contr buted to our lagging productivity. 

While Canada has taken many steps In recent years to stimulate corporate spending, we must do more. The 
drivers of growth in a globally connected, technology-fueled era are evolving, requiring Investment not only 
In traditional assets such as buildings and equipment, but in assets endemic to a knowledge economy: high- 
tech tools, data analytics, and training programs that upgrade workers' skills (a topic we address in greater 
detail in our accompanying report, Learning Nation: Equipping Canada's Workforce with Skiils for the Future). 
As the global economy continues to rapidly evolve, the government must ensure that Its regulatory and 
tax polices foster investment and innovation, and assist the full spectrum of Canadian businesses to pursue 
the opportunities presented by new technologies and growing export markets. B 
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Global labour markets are undergoing massive change, driven in large part by advances in technology. 
Increasing automation and the rise of the so-called gig economy are displacing existing jobs while creating 
new jobs that demand Afferent skills, and changing the trajectory of our working lives. The scope and 
scale of these shifts are unprecedented and will deeply affect the lives of working Canadians. We estimate 
that by 2030, automation and changes in existing occupations could threaten the jobs of more than 
10 percent of Canadian workers unless they acquire new skills. 

Canada’s skills development infrastructure is simply not equipped to meet the challenges that lie ahead. 

Our system today rests primarily on two pillars. The first one supports the development of skills before people 
enter the workforce, through K-12 and post-secondary education. The second pillar supports individuals 
when they leave the workforce, by providing assistance to the unemployed and the retired. That leaves a large 
gap In institutional support and training during Canadians’ most productive years—and it is In this phase 
that workers will be most affected by the labour market turmoil. While our system has served us well in a 
relatively stable environment to date, It is not set up to address the coming labour-market disruptions. 

Canada urgently needs a third pillar that focuses on supporting working adults. The Council anticipates that 
managing the expected labour market changes will require an additional $15 billion of annual investments 
m adult skills development. The magnitude of the coming changes also necessitates the development of a 
Skills Plan for Working Canadians that will guide Canada's approach to assisting working-age adults in 
capturing new occupational opportunities. We recommend that the government create the Canada L Id long 
Learning l-unri, which would support and provide incentives for both Individuals and employers to significantly 
increase their investments in skills development. At the same time, we urge the federal and provincial 
governments to transform Canada’s network of employment centres so they provide hands-on guidance to 
Canadians as they navigate the labour market changes brought about by technological change. 

The federal and provincial governments have taken some initial steps toward building this third pillar through 
recent policy changes that bolster Canada’s skills development ecosystem. While these changes are 
undoubtedly a move in the right direction, the Council beiieves that much more substantial changes are 
required—and required soon. It is time to fundamentally rethink how we equip Canadians for the work 
dynamics of the future. Meeting this challenge will require a system-wide approach, and active collaboration 
between employers, citizens, educational institutions, and governments. In essence, we must develop 
mechanisms that support Canadians on continuous learning journeys throughout their lives. 

The Shifts Underway in the Labour Market 

In some important respects, Canada's labour market rests on a strong foundation. The country ranks 13th 
in INSEAD's 2017 Globa Talent Competitiveness Index, a gauge of 118 countries’ ability to develop the skills 
they need to prosper. 2 The World Economic Forum places Canada 14th out of 130 countries in its 2017 
Global Human Capital Index, a measure of the knowledge and skills needed to create economic value. 3 We 
also have the highest proportion of working-age adults with post-secondary-education (55 percent) in 
the Organisation for Economic Co-operation and Development (OECD), although Canada lags behind leading 
nations In granting advanced degrees, 4 

However, the world of work is changing rapidly. While this upheaval will present opportunities for many 
Canadians and Canada’s economy as a whole, it will also create significant pressures, made all the more 
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difficult by the rapid pace of the change, its impact on multiple sectors at once, and the convergence of 
diverse technologies. As Erik Brynjolfsson, Director of the Initiative on the Digital Economy at MU, observes, 
“Millions of jobs will be eliminated, millions of new jobs will be created and needed, and far more jobs will 
be transformed. 5,5 New technologies are enabling more extensive automation, which is projected to replace 
many of the tasks currently performed by humans across all areas of the economy. At the same time, 
a wave of innovations will create new positions, but these will require different skills than the ones workers 
currently have. Meanwhile, full-time employment is increasingly giving way to independent work 
arrangements, which is putting pressure on Canada's skills development ecosystem. 

Job loss due to iapid technological change. Nearly half of the paid work currently performed in Canada could 
be automated by technology that already exists oris being developed. Already, robots can build your car, 
take your lunch order, review your legal case history, sell you insurance, or examine your X-rays. By 2030, the 
growing adoption of automation is projected to displace nearly a quarter of tasks performed by Canadian 
workers (Exhibit 1). While some of those most affected will be able to find alternative opportunities in the same 
or related field, we expect that 10 percent to 12 percent of the workforce will face job loss and struggle to 
find new positions unless they acquire new formal qualifications. 6 

The occupations most at risk involve physical activities in highly structured environments—jobs often held by 
relatively low-skilled and often low-paid workers. For example, three-quarters of all tasks performed by 
truck drivers in the mining, oil and gas, and forestry sectors could be automated. 7 Leading mining companies 
such as Barrick Gold, Teck, Rio Tinto, and BHP Billiton are already experimenting with drivarless trucks, 
robotic rock-drilling rigs, and trains that can be loaded, unloaded, and driven automatically. 8 Given the pace 
of technological change in most sectors of the economy, we can expect such job-threatening disruptions 
in numerous other industries in the years to come. 

The impact of automation is not limited to relatively low-skill occupations. Advances in artificial intelligence (Al) 
are increasingly making it possible to automate complex cognitive tasks, putting jobs that require higher 
skill levels in jeopardy. Machine learning will also affect white-collar workers, particularly those who focus 
largely on collecting and processing data. 9 Even professionals with highly specialized skills will feel the 
impact. Earlier this year, for example, a team of scientists trained a machine to diagnose skin cancer with the 
same accuracy levels as qualified dermatologists. 10 

As automation and A! creep up the skills ladder from repetitive, manual tasks to cognitive and analytical ones, 
they will hollow out a range of "mid-skilled" professions and affect a large swath of the middle class. The 
challenge is exacerbated by the fact that labour conditions vary significantly across the country. Hence, as we 
argue in Box 1, “Jobs vs. skills: leveraging labour market information,” detailed and timely data on regional 
labour-market shifts will be necessary to craft an effective response. 

Of particular concern Is the fact that technological innovations will heavily affect groups already under¬ 
represented in the abour market. As discussed in the Council’s report, "Tap ping economic potential through 
broader workforce participation /' there is an economic and social imperative to raise workforce participation 
among Indigenous people, lower-income workers, women with young children, Canadians over the age 
of 55, and persons with disabilities. That task will become all the more difficult as technology replaces many 
of the jobs people in these groups currently perform. For example, the World Economic Forum projects 
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that the global job-loss rate among women will be double that of men over the next five years as automation 
heavily disrupts office and administrative roles that are largely filled by women (Exhibit 2). 11 Employment 
and Social Development Canada (ESDC) forecasts that the position of administrative assistant will see the 
fastest decline in employment over the coming decade. 12 


Top and bottom 10 occupations by employment growth, 2015-2024 


Occupation 


Projected average 
annual employment 
growth (2015-24) 


Jobs (2014), 
thousand 


Fastest 

growing 


Specialist physicians 

Database analysts and data administrators 
General practitioners and family physicians 
Chefs 

Computer and Information systems managers 
Nursing co-ordinators and supervisors 
Physiotherapists 

Information systems analysts and consultants 
Computer engineers (except software engineers) 
Social and community service workers 



Fastest Printing equipment operators 

declining 

Papermaking and processing machine operators 

» 

a 

-07% 

-0.8% 

BBS 18 

Managers in communication 

■ 

0.9% 

m§ 12 

Other safes related occupations 

■ 

-1.0% 

0K3» ■ 

Industrial sewing machine operators 

m 

-1.1% US 16 

Printing press operators 

m 

-13% 

RUB 26 

Electronic service technicians 

UK 

TOM 

-1.5% 

"1 60 

Service station attendants 

■ 

-1.5% 

IBS 16 

Administrative assistants HHC* 

-3.0% 

113 



Fishing vessel masters and fehermervV/omen HHK 

; -3.0% 

ii 


Source: Canadian Occupational Projection System (Employment and Social Development Canada) 
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New opportunities requiring new skills. History has long shown that innovations supplanting existing jobs 
tend to create new positions, often in entirely new sectors, 13 For example, while desktop publishing 
largely made typesetting jobs obsolete, it created entirely new career paths in digital design, more than 
.offsetting any job losses. The same pattern continues today, but at a faster pace. "Sixty-five percent 
of today’s grammar school kids will end up in jobs that don’t even exist today," Cathy Engelbert, CEO of 
Deloitte, recently told Fortune magazine's Most Powerful Women Summit. 14 One-third of new jobs 
created in the United States in the past 25 years were in industries that were not around before or existed 
in very different forms, such as mobile app development, [n short, the net impact of technological 
advances on employment can be strongly positive. 

Additionally, innovation often enables new forms of entrepreneurial activity. Digital technology has Introduced 
e-commerce platforms that have helped countless small businesses reach new customers, often in distant 
markets, ft has also given entrepreneurs access to previously unimaginable productivity-enhancing solutions. 

. j 

As machines take over more tasks, jobs performed by people will increasingly entail interacting with these 
machines and complementing their work. For example, with automated systems increasingly performing 
routine medical diagnoses, doctors can devote more time to interacting with patients and their families, tracking 
patients’ mental health, or conducting medical research. But in many cases, people will need to develop 
new capabilities to take advantage of emerging opportunities. Digital skills, for example, remain in short supply 
in many segments of the workforce today, a problem that will become increasingly severe as Jobs in the 
digital economy soar in the coming years. 15 

Many of the new Jobs will also require relatively high levels of "soft* 3 skills, 16 be it to manage and develop 
talent, interact with stakeholders from diverse cultural and social groups, or find creative solutions that go 
beyond simple analytical thinking. 17 These skills tend to fall into the categories of social and emotional 
intelligence, critical thinking and problem solving. Investing in their development will help workers gain 
resilience and adapt more easily to a shifting labour market that increasingly demands them. Between 1980 
and 2012, jobs requiring high levels of social interaction grew by nearly 12 percentage points as a share 
of the US labour force, while math-ntensive but less social jobs—including many STEM (science, technology, 
engineering, and math) occupations—shrank by 3.3 percentage points over the same period, 18 

In short, while addressing the displacement of workers in traditional jobs is a major concern, Canada must 
equally focus on preparing its workforce to take advantage of new opportunities that will be created in 
emerging sectors. This means strengthening our K-12 and post-secondary education systems to teach both 
specialized and soft skills, thus building a strong platform for further skills development (see Appendix 1). 

The fundamental goal must be to foster a dedication In all Canadians to continuous learning throughout 
their lives. 

New patterns of work,. Technology is also transforming traditional employment patterns, a development that 
in turn will require different approaches to training, in the past, people often worked for a single employer 
throughout their careers. Now and in the future, most will have several employers or even careers during their 
working lives. This presents a particu ar challenge for the growing ranks of older workers whose jobs 
are displaced—they may need to learn new skills only a few years before retirement or face the prospect of 
unemployment or a significant reduction in pay, responsibilities, and job quality. 
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The decline in long-term employment is happening in parallel with the rise of independent work. 19 In 
developed countries, the growth of digital platforms such as Uber and Etsy lias served as an enabler of 
the gig economy. Today, the proportion of working-age adults engaged in freelance or contract work 
hovers between 20 percent and 30 percent in the United States, the European Union, and Canada. 20 While 
70 percent of these individuals choose to work as independent contractors, the rest do so out of necessity. 21 
Contract workers' livelihoods are often precarious, especially in fields where high competition forces thBm to 
set their rates below what they consider fair. Many work very long hours at high intensity and to tight 
deadlines to avoid say'ng no to assignments and risking the loss of clients. 22 Independent contractors are 
also at a disadvantage in keeping up with skills demanded by a changing labour market, as most lack 
access to employer-led training programs. 


m m & 

Collectively, these trends raise a series of critical questions. How can Canada equip its citizens with the skills 
to take advantage of the new opportunities the technology shifts are creating? How can it support those 
buffeted by waves of workforce transformation? And, of equal importance, how do we help forge Inclusive 
economic growth amidst the turmoil? How do we urgently develop a strategic national response that 
will equip Canadians with the skills required to succeed in the new economic environment throughout 
their working lives? 

In the short and medium term, it is working adults who will bear the brunt of the disruption’s impact. Over 
time, inaction would seriously damage Canada's economic stability and social cohesion. Given current 
trends, the labour-market changes may lead to roughly two million Canadian workers—more than 10 percent 
of today’s workforce 23 —losing their jobs by 2030, and lacking the prospect of finding alternative employment 
unless they move to a new field requiring new skills. Government policy (including tax exemptions and 
transfers) could help protect many citizens from the effects of job loss and flat or falling Incomes. That said, 
job quality and income earned from employment have a strong effect on individuals' sense of self¬ 
esteem. What is more, growing income inequality can undermine social trust and be a harbinger of intolerant 
attitudes 24 Therefore, relying solely on taxes, transfers, and the social safety net to absorb the Impact 
of the labour-market shifts could not only place a major strain on government budgets but also undermine 
Canada's social fabric. 
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Global Experiments to Address Labour f^arfeel Disruption 

Canada is not alone in grappling with these dramatic labour-market shifts. Some countries around the 
world are developing new training systems and experimenting with novel ways of instilling resilience in their 
workforces. While few proven solutions have emerged, some efforts point to possible paths forward. 

Labour market innovations are evident on three key fronts: in gathering and analyzing data on the skills 
needed for the future economy, in developing diverse training models, and in finding ways to support and 
finance the upgrading of working adults' skills. 

1 Tracking evolving trends and needs 

A nuanced understanding of current and future skills demand can improve job and skill matching, help 
target educational and training programs, and empower individuals to make better*informed choices for their 
careers. The Council believes that the existing government efforts and the proper implementation of the 
FutureSkills Lab (an initiative we recommended In February 2017) is a step in the right direction as Canada 
tries to harness the potential of reliable and timely labour market Information (See Box 1, ‘'Jobs vs skills: 
leveraging labour market information"). The report "Ideas Into Action: A Review of Progress Made on the 
Recommendations of the Advisory Council on Economic Growth" that we are publishing alongside this report 
provides more information on these efforts. 

2. New Approaches to Adult Training 

The Council recognizes that numerous efforts are underway at educational institutions to develop curriouia 
and delivery methods that help working adults adapt to the changing needs of the economy. Our post¬ 
secondary education institutions already support the development of skills by working-age adults. Colleges 
and polytechnics offer wide-ranging education and skills training options for mid-career workers that both 
build resilience for those currently employed and assist with career transition and workforce redeployment for 
those who are not. Through their faculties of continuing education, most universities offer a wide range of 
programs that cater specifically to adult learners, 

Some models being tested in Canada and abroad include: 

g Sho* ter, modular, and part-time p ograms. A number of new programs allow adult learners to take only 
brief career leaves, which limits the income they forgo and thus addresses atop barrier to adult training. For 
example, the British Columbia Institute of Technology (BCtt) allows mature students with previous 
post-secondary experience to skip the first year of some programs and fast-track their degrees. Other 
post-secondary institutions are adding shorter certificate or continuing-education programs to meet 
the growing demand from adults seeking new skills. Online education start-up Udac ly offers "nanodegrees”: 
short programs focused on developing specific skills In data science, machine learning, mobile 
programming and other highly sought occupations. Students need only Invest about 10 hours a week for 
six to 12 months, at a cost of about $200 per month. Nanodegrees are designed in collaboration with 
leading employers such as Google, Mercedes-Benz, or IBM and, if completed successfully, lead to formal 
credentials that have helped many participants secure jobs. 25 
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Box t 

Jobs vs skills: 

Leveraging labour market information 


Several initiatives already collect and analyze Canadian 
labour market information with a focus on jobs. Statistics 
Canada gathers data on labour demand and supply 
by job category, as well as unemployment and workforce 
participation rates. 1 The Sectoral initiatives Program, 
run by Employment and Social Development Canada 
(ESDC), supports industry in developing sector- 
specific labour market intelligence, national occupational 
standards, skills certification, and accreditation 
systems. And the recently established Labour Market 
Information (LMO Council, initiated by the Forum of 
Labour Market Ministers, will work to improve local data 
gathering, standardize methods and terminology, 
and disseminate labour market information through a 
new, collaborative platform. 2 

In February 2017, the Council proposed the formation 
of a national, non-governmental organization that 
would focus singularly on the study and development of 
skills and capabilities rather than jobs. 3 As an arms- 
length organization, tine FutureSkills lab would be able to 
engage with all stakeholders In the skills development 
ecosystem and facilitate cross-sector collaboration. It 
could perform three core functions: 

« Identify and interpret new sources of skills information: 
tracking labour market signals about future skills 
needs by amassing a portfolio of pilot program 


proposals, collecting digital market signals, supporting 
innovative labour-market information initiatives 
focused on employer expectations, and extracting 
and synthesizing emerging skills trends; 

a Support innovative approaches to skills development: 
encouraging, identifying, and co-financing Inno¬ 
vative pilot programs that address known skills gaps 
among workers of all ages, as well as post- 
secondary students and youth; 

a Define skills objectives and guide governments and 
training-system participants in skills programming: 
rigorously measuring outcomes of forward-looking, 
targeted training programs and initiatives that 
gather skills information; identifying and disseminating 
best practices (nationally and internationally) to 
employers, as well as education and training organiza¬ 
tions across Canada; and determining a set of 
skills objectives for the future. 4 

The FutureSkills Lab can serve as a catalyst or incubator 
for the wider ecosystem of skills-development players. 
Educational institutions and skills-training organizations 
could use its analysis of current and future skills 
requirements to refine their curricula and, with the lab's 
support, pilot innovative approaches to developing 
skills in high demand. 


1 "A new way to track the job market" Statistics Canada, Published April 19,2017. statcan.gc.ca . 

2 "Labour Market Information Council Backgrounder/ 1 Forum ol Labour Market Ministers, Accessed on 
November 1.2017, flmnvfmmt.ca , 

a Ru:J[V VOiv ‘htrjstsT fc asivi:.:;»t uiA fcntiU h dget of S225 million over the first fourvears and $75 

million per year thereafter. "Building a Strong Middle Class: Budget 2017" Government of Canada, Tabled in the House ol Commons 
on March 22,2017, budget.gc.ca 

4 "Building a Highly Skilled arid Resilient Canadian Workforce through the FutureSkills Lab,” Advisory Council on Economic Growth, 
February 6, 2017, budget.gc.ca . 
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* Stackable courses. Modular courses are most beneficial when they can be complemented with further 
training in the same or related field, in some cases, students can transfer the credits they have accumulated 
to other institutions where they continue building their skills base and potentially obtain a diploma Dr 

a degree. The Australian state of New South Wales has developed a “stackable" vocational education and 
training system, whereby workers’ existing skills are measured and then built upon with new training 
modules. The Massachusetts institute of Technology (MIT), meanwhile, has introduced MicroMasters 
programs: Students earn credentials for completing a set of online courses and examinations, and 
the most successful among them can pursue a full-time Master’s degree at MIT or another university. 26 

■ Online programs. Adult learners often find it difficult to combine campus based programs with family and 
work responsibilities. Many institutions now offer blended programs for adult learners that include 
in-person and online components. This approach not only gives students flexibility, but allows educational 
institutions to serve larger student cohorts at their facilities. Fully digital approaches are also being tried. 

The US Defense Advanced Research Ptojects Agency is experimenting with an interactive and adaptive 
“digital tutor system” to train new recruits for IT jobs. Students work with the system one on one, completing 
lessons and so ving related problems, and when the tutoring system judges them to have mastered 
the material, it moves on to the next topic 27 

a Experiential training integrated with work experience? This method gives adult learners the confidence 
that the skills they acquire can be immediately applied in the workplace. 28 Red River College n Winnipeg, 
Manitoba, has worked in partnership with truck manufacturer Peterbilt to design and deliver a highly 
practical 12-week technician training program, which so far has helped alt of its graduates secure jobs upon 
completing it. SAIT's MacPhail School ol Energy in Ca gary. Alberta, provides hands-on, skills-based, 
and technology-focused education for careers in the energy industry. It offers students “action-based 
learning” in centres of applied technology developed by industry partners such as TransAlta, BP, 
and Encana. 20 

* Certification for skills. Some programs recognize the skills students have acquired even if they have not 
earned traditional post-secondary degrees. Singapore has implemented a Skills Framework—co-created 
by employers, unions and governments—that defines existing and emerging skills needed for specific 
occupational roles and facilitates the recognition of skills acquired by maintaining a database of approved 
courses. 30 ^ Canada, the prior learning assessment and ruDogril'-'x* fPLAR) program run by most 
polytechnics allows individuals with non-traditional education such as former and current Canadian Forces 
members to get formal validation of formal and informal learning they have previously engaged in. 

Thus, PLAR makes it easier for such mid-career individuals to transition to new occupations or get 
advanced placement in post-secondary programs. 

While the focus of this report Is training for working-age adults, Canada's schools, colleges, polytechnics, 
and universities need to be fuliy mobilized in the national effort to prepare the future workforce to succeed in a 
rapidly changing labour market. In Appendix 1, we outline a set of priorities to guide this collective effort. 
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3. New Models for Funding Aduil Skills Development 

As labour market disruption requires more and more workers to upgrade their skills, Individuals, employers, 
and governments face a financing challenge. Innovative efforts to address this need range from ambitious 
employer-run programs, to collaborations between private and public sectors, to government-financed 
national strategies that involve all participants in the labour market. 

Corporate programs. As global companies adapt their business models to address economic and 
technological changes, they create new employment opportunities requiring skills their existing employees 
may not have. Many are now experimenting with ways to upgrade their workers' skills to fill those and 
future positions. 

AT&T's Workforce 2020 Program, for example, aims to ensure that its employees’ skills will match the 
company's future needs. In 2013, the company realized that more than a third of its workers were in roles that 
the organization probably would not have in a decade. AT&T launched the program to identify the skills 
it will need and create a blueprint for sourcing those skills internally by retraining 100,000 employees for 
radically new jobs by 2020. Since then, the company has spent about $250 million annually on the 
program, Including the launch of an online platform with career-planning tools, skills assessments, and skills 
mapping. Employees can use the platform to identify positions they are interested in, learn about the 
specific skills requirements, and find training options for acquiring those skills. The company has also 
realigned performance Incentives to give more weight to in-demand skills, and partnered with Georgia Tech 
and others to provide low-cost, online learning. AT&T reimburses employees for the cost of training, but 
workers need to do it on their own time. 

The company and its employees are already reaping benefits; As of May 2016, employees had taken more 
than 1.8 million emerging-technology courses, and last year AT&T filled more than 40 percent of Its 40,000 job 
openings with internal candidates. 31 

Sector collaborations. Not all employers have the size and resources to provide training to their workers. For 
small and medium enterprises (SMEs), which representthe majority of Canada's businesses, collaboration 
with governments, larger companies, or non-profit organizations can get them closer to their goals. 

For example, in 2001, the South Korean government set up an incentive program aimed at encouraging large 
companies to help their smaller partners and suppliers upgrade their workers' skills. The ultimate goal is 
to Improve the productivity of workers in the country’s SMEs, which account for more than 85 percent of all 
employees. The initiative subsidizes 80 percent of the cost of training programs offered by corporations 
to the SMEs in their value chain. 

One participant, SK Telecom, shares its extensfve eLearning library—which includes task-focused 
training modules as well as ones in leadership, values, and functional training—and offers more traditional 
training courses tailored to the specific needs of its SME partners. To date, SK Telecom has trained 
almost 210,000 people and believes its SME partners are more productive, it says communication and 
goodwill have also improved. 32 
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Another example ot a sector collaboration are Quebec's mutueNes de formations. These non-profit 
organizations assist their mostly SME members by connecting them to low-cost training options for their 
workers. The associations support businesses from a specific economic sector (mutuelles sectorielles) 
or within a given geographic area {mutuelles terrHoriaies ). For example, Forma Plus, a Montreal-based mutuelle 
with more than 150 participating SMEs and 7,000 combined employees, helps its members identify 
common learning and development needs, then procures training services cost-efficiently and seeks 
government funding if necessary. 33 

• Palette, a rapid retraining and skill-matching platform currently being developed under the auspices of the 
Brookfield Institute, aims to facilitate industry-led training, thus helping small, fast-growing companies meet 
their skills needs. To do this, the platform would work with innovative companies to identify common high- 
demand job skills and support partnerships with training providers to create rapid, retraining programs. 

Government strategies Some governments are developing comprehensive national strategies for upgrading 
workers’ skills. These strategies include coordinating skills development frameworks and funding various 
programs, while still empowering individuals to take ownership of their lifelong learning journeys. 

One of the most ambitious of such programs is Sk*.l is Future Singapore. Launched in 2016, it is a national 
initiative that supports continuous learning in response to the rapidly changing needs of the economy. The 
program targets all participants in the labour market: students, early-career employees, rnid-career 
employees, employers, and training and education providers. It is funded through a special levy on employers 
of 0.25 percent of their total payroll cost. 34 The centrepiece is the SkillsFuture Credit program, which 
gives every Singaporean over the age of 25 a credit worth $500 that he or she can use to pay for training from 
a range of more than 18.000 government-supported courses. The credit does not expire and is topped 
up periodically during an individual's career. The aim is to make every student and worker the agent of his or 
her own learning path, free to choose the type of training they feel will help them reach their career goals, 
whether that means pivoting to a new industry or gaining specific hard or soft skills. 

SkillsFuture includes a program specifically focused on adult skills upgrading. Through the Mid-Career 
Enhanced Subsidy, Singaporeans aged 40 and above can receive a subsidy of up to 90 percent on fees for 
approved courses. The strategy also tries to foster employer-led training through initiatives such as 
Earn and Learn, whereby the government co-funds structured job training provided by employers to 
recent graduates. 

On the other side of the world, and on a more modest scale, the US Slate of Virginia has developed the New 
Economy Workforce Credential Grant that allocates US$7.5 million per year to co-funding non-credit training 
that builds worker credentials in high-demand fields. The program is designed to provide incentives for 
individuals to invest in upgrading their skills and for training organizations to provide high-quality courses that 
lead to recognized credentials. Students are required to pay one-third of the total cost of the program upon 
enrolment, with government co-funding provided according to a pay-for-performance model. 
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Box 2 

% 

Navigating labour-market change: 

Skills, training, and career guidance 


Given the rapid and often confusing changes in the 
labour market, individuals need expert advice to 
understand the changing conditions and emerging 
opportunities. Several countries are trying new 
approaches on this front. 

The German Federal Employment Agency, tor example, 
recently began a pilot for a lifelong vocational counselling 
program, aimed at supporting workers at every key 
decision point from secondary school onward. The pro¬ 
gram targets about four million people, or roughly 
5 percent of the population. It uses a combination of 
face-to-face consultations and online services, 


including a digital tool that guides participants to an 
efficient qualification- or skill-development track. 
Resources are particularly targeted to students pursu¬ 
ing degree programs with high dropout rates 
and workers at greatest risk of job loss as a result 
of automation. 

The agency works directly with employers and has seen 
some impressive early results. During the program’s first 
six months, more than 300,000 people used the 
digital service. SMEs. which often lack resources to 
invest in training, also have shown considerable 
interest in the counselling program. 


The Gap in Canada's Adult Skills Development System 

Canada’s current workforce training infrastructure rests on two main pillars. First, the education system gives 
a foundation of broad knowledge and specialized skills before individuals begin careers. The total public 
expenditure on education (K-12 and post-secondary) amounts to more than five percent of Canada’s gross 
domestic product, or approximately $100 billion annually. 35 

The system’s second pillar—partially funded through Employment Insurance (El)-provides Canadians who 
have lost their jobs with income support, as well as career guidance and training to help them find new 
opportunities. 36 It is reactive and exists largely to support individuals’ re-entry into the labour market following 
unemployment. Federal funding for Labour Market Development Agreements (LMDAs), which cover 
training and guidance programs for unemployed individuals eligible for El, is increasing from $2.2 billion to 
$2.5 billion annually. 37 The government is also broadening eligibility for LMDA-funded employment 
assistance services beyond El-eligible unemployed individuals to also support employed workers. It is also 
Increasing support for employers who need to upskill their workers to maintain their current employment. 38 

While each of these two pillars plays an essential role in the skills development system, they leave a big gap in 
institutional support for working Canadians. At a time of rapid labour-market change, our system does not 
sufficiently enable working adults to continually upgrade their skills. 

To fill that gap, Canada must erect a third pillar. We estimate that the annual expenditure on training r-nd post 
sec ci riai y ecmc alien to» work i»g Canada ns will need to increase by approximately $15 hil’ion (Exhibit 3). 
Individuals, employers, and governments have to share in this critically Important investment. Failing to make 
the necessary investments in the third pillar will prevent Canadians from taking advantage of new 


12 


000072 

















Exhibit 3 


D:)c : v e *' released under the 
Access to - :■ i £ o r m<3-con Act 

Document divu gue en vertu de 

Loi sur Faeces a /information 

Learning Nation: Equipping Canada's Workforce wiih Skills for the Future 


The annua) cost of adult reskilling would need to increase by ~$15 billion to manage 
the effects of automation over the next two decades 


Non formal training 
K Post-secondary education 


Assumptions 


Projected annual adult {age 25-65) reskilling cost, $ bBlion 


Adult participation in non-formal job-related training, 

% workforce aged 25-65 


f 

+31% 



2016 


77% 



2030 


• Broad participation in regular training 
required to boost thB resilience 

of the workforce (at least 20-25% of 
work activities likely to be automated 
across all Industries) 

* 31% of workforce would (ike to 
participate in non-formal training, but 
currently face barriers 


Adult enrollment in post-secondary education, 

% workforce aged 25-65 enrolled 


6 . 2 % 



2016 2030 


■ As adoption of automation increases, 
about 10-12% of the workforce would 
need formal retraining/education by 
2030 to secure suitable employment m 
alternative occupations requiring 
new qualifications 


44 



• Current total annual oost 
post-secondary education (afl age 
groups) is -$20 billion 

• Annual employer expenditure on 
non- formal training estimated 
-$13 billion 

• Formal educational institutions 
can meet some of the incremental 
training demand through shorter 
modular courses 


Source: OECD Education el a Glance. Statistics Canada. Me Kinsey Global Institute, Conference Board of Canada, ESDC. Budget 2017 


opportunities, leading to severe consequences tor their families' wellbeing and the overall growth prospects 
of the country’s economy. 

The funding increase is needed to address some severe shortcomings in the current system. The average 
working-age Canadian receives the equivalent of just one week of job-related training annually, or 41 hours. 
That figure exceeds the OECD average of 36 hours, but significantly trails some leading peers such 
as Denmark, New Zealand, and Norway. What is more, this training is not evenly distributed among the 
population. Only 46 percent of working-age Canadians participate in job-related training at all. 

Additionally, 31 percent say they want to participate in training but are facing barriers, most significantly 
insufficient time due to work or family commitments, high training cost, or lack of employer support. 39 

The additional investment will allow broader access to job-related training, and increase the share of working- 
age Canadians who participate in training each year from fewer than half to more than three-quarters. Thus, it 
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would accommodate the 31 percent of Canadians who have the desire to upgrade their skills but face 
barriers. Expanding training access is critical given the expectation that nearly a quarter of typical work 
activities will be automated by 2030 across most occupations 40 Additionally, the boost in investment 
would cover the cost of raising the number of working-age adults enrolled in post-secondary institutions from 
about 660,000 a year to about 860,000—a 30 percent increase. 41 This would meet the needs of the 
approximately two million working adults who will have to acquire new qualifications and seek employment in 
new fields after their jobs are displaced by technological change. 

With its recent reforms, the federal government has taken some initial steps toward providing the necessary 
support to working Canadians (Appendix 2). However, while these changes are undoubtedly important 
and headed in the right direction, they will not be sufficient to address the march of technological change and 
its rapidly growing impact on the labour market, A growing rate of job turnover means that a much wider 
group of adults will need to continuously upgrade their skills and acquire new qualifications throughout their 
working lives. While the government has to lead the way with a national strategy, employers and individuals 
both have important roles to play. 

Tne icse of employers For some time, Canadian employers have been significantly underinvesting in worker 
training. Between 1990 and 2010, the average amount an organization spent per empioyee fell by more 
than 40 percent 42 In the past five years, that trend has reversed direction, with spending growing from a low 
of $688 per worker in 2010 to $800 in 2014-15, but Canadian companies still lag behind their US peers. 43 
Mid-career employer-sponsored training has proven returns though. Carleton University economists have 
demonstrated that enrolment in such programs in Canada tends to boost employees’ wages by five 
to nine percent and that this positive effect on wages is even stronger among low-skilled workers (up to 
15 percent) 44 

However, when employers invest in skills development, they prioritize the professional development of their 
higher-skilled and more senior staff. Managers, supervisors, and professional, technical, and scientific 
personnel account for about 70 percent of the average training budget, and receive much more intensive 
training than employees with lower qualifications 45 This is concerning, as it is the lower ranks of the 
workforce who are most in need of skill upgrades and could benefit the most from training. 

SMEs, which employ about 70 percent of all private-sector workers in Canada, often lack the resources to 
develop internal training programs. They also face relatively high employee turnover, which discourages them 
from investing in staff training 46 

As labour market pressures mount, it will become increasingly clear to organizations that they have a deep 
interest In developing their workers' skills. Business leaders must view training not simply as a cost, but 
as an investment in their organizations’ human capital. In the knowledge economy, such investments are at 
least as important as those in equipment, physical structures, or intellectual property, as it is human 
talent that will underpin companies 1 future competitiveness. 47 

1 i i-3 role U I *n:hviCk»a l s A significant number of Canadians, representing about 4 percent of the working-age 
population, are enrolled in educational Institutions each year—a relatively high percentage given that most 
individuals pursue post-secondary degrees before the age of 25 40 However, the rapid changes in the nature 
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of work may require many more Canadians to seek new formal qualifications. This is a difficult adjustment for 
most adults, especially when they have pursued a single career path so far. Therefore, helping people make 
informed choices about further education and training is critical for their future success In the workforce. 

Provincial governments run employment centres (funded in part by LMDAs) that have traditionally offered 
job-counselling services to unemployed Canadians. These services can also benefit employed individuals 
whose jobs are at risk and who need to prepare themselves for a career change. Under recent reforms, 
employment centres will be able to extend their assistance to people who are not El recipients. However, to 
serve working Canadians effectively, these counselling services must be redesigned to focus not only on 
helping someone find employment but also advise a wide range of citizens on high-impact training and new 
career options. 

An additional obstacle for individuals who decide to pursue education or training is that most programs are 
not talored to the needs of working adults. The programs often require students to take more time 
off than their circumstances permit, or do not provide sufficient opportunities to develop immediately 
marketable skills. 

It is critically important to raise awareness among Canadians that they will need to continuously upgrade 
their skills if they are to remain competitive in a changing labour market. While government and employer 
assistance is necessary, this is a challenge Individuals ultimately must take into their own hands. 

Our Recommendation: Skills Plan for Working Canadians 

In light of the pace, magnitude, and breadth of the coming labour-market shifts, Canada's leaders— 
representing governments, employers, workers, and educational institutlons-need to engage In an urgent 
national dalogue on the best ways to prepare the country for the future of work. The objective of 
this process should be the development a comprehensive Skills Plan tor Working Canadians that will 
fundamentally transform the system for upgrading the skills of working adults. 49 

To provide a starting point for this national discussion, the Council offers two Ideas that could compose the 
central elements of the strategic response the country needs: 

1. New, federally governed Canada Lifelong Learning Fund (CLLF) that helps reduce the financial 
barriers to continuing training for adults by co-funding investments both employers and individuals 
make in skills development; 


2. Transformation of the government's employment centres into hubs of hands-on career and training 
guidance not only for the unemployed but also for working adults and employers. 

The Council acknowledges the continuing need to help unemployed Canadians return to the labour market 
through the multi-jurisdictional architecture of the Labour Market Development Agreements (LMDAs). 

We also recognize that the government is already providing some skills-development support to working 
adults through the provincial^ administered Workforce Development Agreements (Appendix 2). However, 
incremental programs will not be sufficient to address the major looming need for adult retraining. 
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While the existing mechanisms represent a basis upon which to build a third pillar, we believe that the federal, 
provincial, and territorial governments should re-examine, reinforce and reinvigorate these efforts through the 
lens of a comprehensive Skills Plan for Working Canadians, 

We believe the Skills Plan for Working Canadians should consider several guiding principles: 

E Broad conversation and national commitment. The strategy needs to emerge from a broad conversation 
with ail key stakeholders in the skills development system—a discussion that will raise awareness 
of the challenges ahead and help forge a commitment to step up investment in this national priority, 

* Jc-ini ettaf ( An issue of this scale cannot be addressed by just one level of government. Both federal and 
provincial participants must play a role In the formulation and execution of the new plan. 

b Innovative and agile programs The strategy should accommodate the testing of innovative interventions, 
adopting, and scaling up effective ones and discontinuing less successful ones. 

B Prioritization of highest need. The plan should pay special attention to sections of the population with the 
greatest need of assistance. For example, individual training grants should prioritize lower-income Canadians. 
Similarly, CLLF co-funding for employee training should focus on industries undergoing significant 
transformations and on SMEs that lack the resources to run their own employee-training programs. 

« Tailored training approaches Most existing training is not well-suited to working adults 1 circumstances, so 
governments should promote new mechanisms and curricula tailored to adult learners. In particular, 
the plan should encourage beneficiaries of CLLF support to enroll in courses that are modular or part-time, 
offer transferable credits, combine work experience, rely on digital tools, and lead to formal credentials. 

“ Seamless access. To encourage more employers and individuals to invest in skills upgrading, governments 
should simplify the programs through which they offer support and make it as easy as possible to apply 
for benefits. To achieve that, they should transform employment centres into customer-friendly services that 
guide both individuals and employers through the available reskilling options. 

Bringing the Skills Plan for Working Canadians to life 

The two initiatives the Council proposes incorporate the above principles, and illustrate the steps the 
government needs to take, 

1 Formation of the Canada Lifelong Learning Fund To motivate both individuals and employers to significantly 
increase their investments in skills development, the government needs to deliver a jolt to the system by 
providing financial incentives, while also encouraging new training practices for all industries, all ages and through¬ 
out the country. We believe that to achieve this, the CLLF would need to match the financing currently available 
for skills development through Labour Market Development Agreements, or about $2.5 billion annually. 

Although the government is a key funder and strategic partner, the $l5-bil)ion annual gap in funding 
for adult training needs to be filled through a joint effort. To stimulate higher overall investment in 
skills development, CLLF funds should be matched at least partially by contributions of the beneficiaries 
(individuals and employers). 
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The types of interventions that the CLLF should support Include: 

* Co-funding employee-training initiatives by large companies undergoing major technological or business¬ 
mode transformations that require their employees to acquire new skills 60 ; 

« Co-funding Initiatives by SME consortia organized along sector or geographical lines to upgrade the skills of 
member companies’ employees; 

■ Co-funding skill-development initiatives led by labour unions; 

B Providing partial grants or loans to working adults who wish to enroll in programs that enable them to 
pursue new professional opportunities; 

• Co-funding initiatives that allow working Canadians more time to engage in skills development, such as 
paid training eave. 

Given the pace and scope of labour market change, the CLLF should function in an agile and adaptive 
manner, building on what works and accommodating an uncertain environment. We believe there is need 
for innovation not only in the design of adult skills-deveiopment programs but also in the way they are 
delivered. But time is of the essence; Canada cannot afford to engage in protracted negotiations to retool 
existing federal-provincial agreements, 

2. Transformation of Canada's employment centres. These centres already serve as critical points of access 
for unemployed or vulnerable Canadians. The Council supports the government’s efforts to expand 
the mandate of these centres. Given the level and breadth of labour market disruption, they should offer job 
counselling services not only to unemployed Canadians eligible for Ei but also serve as hubs for career 
and training guidance to working Canadians weighing different training options and to employers looking to 
deploy new employee-training programs. The federal and provincial governments should work together 
to establish national best practices and performance standards for the centres. These reforms will make it 
significantly easier for both Individuals and employers to access the advice and co-funding offered 
through the Skills Plan for Working Canadians. 

The employment centres would build two national partner networks: one made up of businesses that have 
job openings, and the other comprising education and training providers that offer programs suitable for 
working-age adults. Following the reform, provincial employment ministries would administer the employment 
centres, as they do now, but they would use a shared performance management framework to ensure the 
highest possible standards. 

It is vital that the advisory services the employment centres provide rely on deep and up-to-date research into 
the existing supply of skills and emerging needs across Canada's diverse labour market. The centres 
should not merely encourage more tra’nlng but prioritize the development of skills in specific occupations or 
sectors with a high growth potential, conveying market information to employers and workers so they 
understand the opportunities and the value of investing in skills development. 
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A centra! role for Canada's new skills innovation lab. Canada’s new skills Innovation lab (referred to as 
"FutureSkills Lab* in our earlier recommendations) has a unique opportunity to play an enhanced role in the 
formulation and execution of the Skills Plan for Working Canadians. It can convene the national dialogue 
that Canada needs to determine how it will address the labour market disruption ahead. Given its expert staff, 
the lab would also be well-positioned to advise on high-opportunity areas where reselling efforts 
under the CLLF umbrella should concentrate. It could also assess the impact of the activities under the 
CLLF umbrella to help determine which programs should be expanded and which discontinued. 

d d m 

As businesses in nearly every industry strive to adapt to a rapidly changing global economy, the people who 
work for them must change, too—by acquiring the skills future work environments will demand. While 
Canadians and their employers need to be more proactive in the field of skills development—as they will be 
the primary beneficiaries of such activities—we believe the government should play a leadership role 
in helping both businesses and workers make the transition to this new world of continuous learning. 

The labour market increasingly demands that people upgrade their skills throughout their working lives. To 
thrive in a future characterized by new jobs in new industries with new patterns of work, both employers 
and workers have to embrace Investment in continuous learning. This focus is the cornerstone of the Skills 
Plan for Working Canadians—one of the key initiatives the Council believes is necessary to reach the 
goal of raising median pre-tax household income by $15,000 above current projections by 2030. Leaders in 
government, business, and the training ecosystem must stand behind a vision of Canada as a resilient 
learning nation so this new way of thinking enters the mainstream and becomes a national priority. 

Confronting the major labour-market disruptions ahead means incorporating a third pillar into the current 
system of education and unemployment support: one focused on continuous upgrading of working adults' 
skills. It is a big challenge that will not be addressed overnight. Our recommendations today are a call to 
action and a sign of the urgency that we attach to this issue. We also recognize the complexity of the issue 
and note that initiatives of the magnitude and scope of the suggested Canada Lifelong Learning Fund 
would require careful policy design to ensure that the funds are effectively targeted and achieve the desired 
behavioural changes. We hope that our recommendations trigger an urgent national debate that involves 
governments of all levels, employers both large and small, and Canadians from ail walks of life. This debate is 
necessary to find truly transformative solutions for building a workforce that is equipped to capture the 
opportunities of the future. 
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Appendix 1: Priorities for the Canadian Education System 

Focus on transferable core and sofi skills 

While employers highly value core skills (such as math and science fundamentals) and soft skills (such 
as communication and problem solving), they are more likely to invest In strengthening employees' targeted, 
job-specific skills such as industry-specific knowledge (Exhibit 4). This makes it essential for our public 
education systems to focus on developing these foundational skills in the future Canadian workforce from 
an early age. 


Soft skills are among the most important for both entry- and mid-level job candidates, 
demonstrating the need for focus on them in education 


Share of employers considering skill important for 
candidates at a given level, % 


■ Entry-level candidates 

■ Mid-level candidates 
Important at both levels 


0% 10% 20% 3D% 40% 50% 60% 70% 


CollaborationAsamwork skills 
Communication skills 
Functional knowledge 
Problem solving skills 
People skills/rBlationship-buiidjno 
Customer service skills 
Analytical capabilities 
Creative/innovative thinking 
Industry-specific knowledge and experience 
Technological literacy 
Sales skills 
Project management skills 
Leadership skills 



Source: “Developing Canada’s future workforce: a survey of large private-sector employers,” AON Hewitt (2016) 
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The good news is that educational institutions and innovators of all types are already working on new 
approaches to this education, with promising results. 

° Ar.tu;; is an Ottawa-based organization that runs a range of programs focused on advancing students' 
skil s in science, technology, engineering, and mathematics (STEM), with an emphasis on groups under¬ 
represented in the workforce. 

■ Future Design School is a Toronto-based company that helps schools redesign their approach 
to teaching soft skills such as creativity, communication, collaboration, and problem solving. It reviews 
curricula, introduces new methodologies (such as project-based learning and experimentation), 
and supports teachers' professional development so they can apply the new approaches successfully, 

e In addition to supporting an active cluster of work- and learning focused ventures, MaRS Discova s y District, 
based in Toronto, provides entrepreneurial and innovation skills training (in person and online) to thousands 
of students and working-age adults—whether they are in transition between careers, 
employed by corporations, or working for start-ups. 

B CORE Districts in California is one of the first experiments in making soft skills development central to 
the K-12 curriculum. Eight school districts in the state currently participate in the program, in which students’ 
social-emotional skills (such as self-management, social awareness, self-efficacy and "growth mindset") 
account for 40 percent of a school’s performance assessment. Analysis of the results to date suggests the 
scales the schools use to measure student skills are both reliable and positively correlate with key 
indicators of academic performance and behaviour. 51 

Prioritization of specialized academic knowledge, and fundamental and applied research 
As Canada transitions to a knowledge economy, deep training in specialized academic disciplines will be 
critical to continuing innovation and success in a highly competitive global environment. Businesses 
in many critical sectors, including healthcare, next-generation manufacturing and advanced computing, 
will demand deep specialization as a source of competitive advantage, as will new knowledge- 
intensive start-ups. 

Higher education institutions play a critical role in producing curious lifelong learners, who renew their 
knowledge on a regular basis as new developments in their fields emerge. Engaging in research and 
developing the associated skills is an excellent way of preparing for future learning. In addition, institutions 
should increase their offerings of short, specialized programs (certificates, professional executive 
graduate programs) that will aliow working adults to return part-time and expand their skills to take advantage 
ofemerg'ng market opportunities. 

Canada needs to boost the research intensity of its post-secondary Institutions to remain competitive In 
advanced areas of the knowledge economy. More students, including undergraduates, should be exposed to 
research opportunities. The country should also set higher targets for the number of Master's and doctoral 
graduates while strengthening incentives for businesses to hire this specialized talent. 
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Vocational training ttiat includes transferable skills 

Training that bui ds applied skills is important to prepare students for vocational occupations. We underestimate 
the vital importance of this part of our educational system in Canada. However, programs that limit training to 
skills needed for a single vocation may leave students under-prepared for technological change. 

i 

Vocational education providers should continue to broaden the scope of their curricula to ensure that 
students learn skills applicable to a range of occupations. .Many Canadian colleges and polytechnics have 
already started applying such broader competency-based frameworks. 

The Foundation for Young Australians also offers an interesting model: rather than teaching skills for specific 
jobs, the not-for-profit organization promotes teaching these capabilities In “job clusters"—that is, groups of 
skills applicable to classes of jobs, such as technologists, artisans, or designers. 52 

The US State of California has tried to incorporate career and technical education 53 (CTE) into its education 
system, and there is evidence suggesting that such programs have a positive effect on students* career 
outcomes. Students completing CTE programs tend to have incomes 12 to 23 percent higher than their 
peers-a benefit that is particularly pronounced for programs in the healthcare sector. 54 

Emphasis on intensive practice in workplace environments 

Many studies demonstrate the value of work-integrated learning. Moreover, a majority of young people find 
hands-on learning to be the most useful mode of instruction 55 Partnerships between companies and post¬ 
secondary institutions are particularly effective at providing these types of hands-on learning opportunities 
while giving students access to needed equipment, facilities, and expertise. However, such collaborations are 
less common in Canada than in many other developed economies. One in five employers says that they 
never coordinate with educational providers and fewer than one In ten do so on a monthly basis. 56 

All participants in the skills-development ecosystem should increase the number and diversity of work- 
integrated learning opportunities for Canadians of all ages. The Canadian government has committed to 
encouraging work-integrated learning by supporting 10,000 work-integrated placements for post-secondary 
students through the not-for-profit organization Mitaos, helping students to gain experience and skills in 
the private sector. It also recently launched the Student Work-Integrated Learning Program, which will support 
partnerships between employers and post-secondary education Institutions. 57 The Business Higher 
Education Roundtable (BHER), a partnership of Canada's largest companies and post-secondary education 
leaders under the auspices of the Business Council of Canada, is also advancing the cause by creating 
more sector-focused work-integrated learning opportunities for students. 

Promotion of international educational experience 

In an increasingly Interconnected world, international education is not a luxury but a vital tool to equip 
Canadians for success. As the global centre of economic gravity shifts from west to east, Canadians 
who gain experience working with people from other cultures, especially from emerging markets, will have 
a crucial edge. 
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Canada needs a strategy for promoting global education, one developed by stakeholders beyond Just 
educational institutions. Currently, only 11 percent of Canadian university undergraduate students participate 
in organized educational experiences abroad over the course of their degree, as opposed to 33 percent 
in France, 29 percent in Germany and 19 percent in Australia. What Is more, Canadian students heavily favour 
traditional destinations, such as Europe, over emerging markets—only 3 percent of all students who went 
abroad in 2016 chose a Chinese institution. 58 The Study Group on Global Education recently recommended 
establishing Go Global Canada , a national initiative that would see 15,000 post-secondary students per 
year go abroad over the next five years, increasing that number to 30,000 per year within 10 years. The group 
also advocates a focus on emerging-economy destinations and targeted support for students from lower- 
income families and under-represented groups. 69 

Foslering a culture of lile-long learning 

Lrfe-long learning habits need to be instilled early. As such, much of the responsibility for cultivating them 
lies with parents and the K-12 educational system. We believe that In light of the significant labour-force 
changes that lie ahead, Canada needs to undertake a comprehensive review of the K-12 education system 
to ensure we equip young people with the skills to thrive in the future workforce. Educational programs 
should embrace a variety of methods for encouraging students to be active learners, such as the use of more 
flexible curricula and a greater focus on projects that ask students to solve practical problems, 

Universities, polytechnics, and colleges can also play a key role later in people's lives by engaging their 
alumni not only as passive supporters but as continuing students throughout their careers. Many professional 
programs already follow this model. Medical schools, for example, maintain active relationships with 
physicians, offering them opportunities to study advances in their fields, usually in partnership with relevant 
professional associations. Making our already strong post-secondary education system a core player In 
the new Skills Plan for Working Canadians will be critical to the strategy's success. 

Appendix 2: Government Investment in Adult Skills Development 

In recent years, the federal and provincial governments have recognized the need to improve its support for 
working adults as they adjust to the new world of work. 

Education (first pillai). Approximately $5.5 billion of the federal and provincial governments’ funding for post¬ 
secondary educational institutions goes toward the training of the 660,000 working-age Canadians 
enrolled in these schools. 80 The federal government provides additional support and incentives through the 
Canada Student Loans Program (about $769 million In loans and $241 million in grants to students aged 
25 or above In 2015-16). It also offer the Lifelong Learning Plan, a program that allows individuals to finance 
their own or their spouses’ full-time training or education by withdrawing money from their registered 
retirement savings plans (RRSPs), but has seen limited uptake since it was launched nearly 20 years ago. 

In 2017, the federal budget allocated an additional $454 million over four years to.providing adults who wish 
to enrol in further post-secondary education access to student loans and grants. As well, the budget 
proposed expanding eligibility for Canada Student Grants and Loans to part-time students and full- and part- 
time students with children, as well as the introduction of a three-year pilot project that will test new 
approaches to helping adult learners qualify for Canada Student Loans and Grants. 
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Support for the unemployed (second pH:or) The government provides approximately $3 billion annually In 
funding to provinces and territories to deliver a range of training and employment programming for Canadians 
through Labour Market Transfer Agreements (LMTAs). Provinces and territories design and deliver the 
programs and services funded under these agreements to meet the needs of a wide variety of clients Including 
unemployed workers eligible for El, unemployed workers not eligible for El, low-skilled employed workers, 
persons with disabilities, and older workers. In 2016-17, LMfAs included the following investments in skills 
development: $2.1 billion for LMDAs, $550 million for the Canada Job Fund Agreements, $222 million 
for the Labour Market Agreements for Persons with Disabilities, and $25 million for the Targeted Initiative 
for Older Workers, 64 

While the bulk of Canada’s training and employment programming supports the unemployed (whether 
El-eligible or not), Canada’s approach has evolved significantly in recent years, expanding eligibility for 
support, streamlining existing transfer agreements and Increasing funding. 

The government is broadening eligibility for programs and services under the LMDAs to create 
more opportunities for Canadians to upgrade their skills, gain experience, or start businesses. Specifically, 
provincial^ run employment centres will be able to offer employment assistance services to all 
Canadians, not just the unemployed, and will provide support measures to employers who need to retrain 
their employees. 65 

Following stakeholder consultations and a comprehensive review conducted in collaboration with provinces 
and territories, the government announced that it is undertaking a significant reform of the LMTAs, including: 

» Consolidating the existing Canada Job Fund Agreements, Labour Market Agreements for Persons with 
Disabilities, and the Targeted Initiative for Older Workers into Workforce Development Agreements 
that would make transfers to provinces and territories simpler and more flexible to meet the specific needs 
of individuals, workers, employers 66 in the region; 

B Introducing rigorous performance management that will track the earnings and employment outcomes 
of individual participants. 

The2017 federal budget allotted additonal investments in skills development programs, including 
an additional $1.8 billion over six years for LMDAs and an additional $900 million over six years for the new 
Workforce Development Agreements. ■ 
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In early 2016, we embarked on our task with a few principles in mind. We sought to develop a small number 
(fewer than 12) of high-impact initiatives that will stimulate economic growth in Canada and raise median 
pre-tax household income by 2030 by $15,000 above current projections. We wanted to learn from others 
and draw inspiration from global best practices and case studies. We have tried to be bold and focus on 
implementation and impact. We aimed to release our recommendations In waves to fit the evolving priorities 
and focus areas of the federal government. And working iteratively with stakeholders and the public sector 
was important to us—in particular, we worked interactively with the Department of Finance Canada and other 
departments to help build support and prepare the ground for implementation. 

W'th this in mind, in this memo we review the two previous rounds of recommendations, provide an update on 
their implementation, and highlight the next steps required to realize their full potential. 

OUR FIRST WAVE OF RECOMMENDATIONS 

In October 2016, we offered three recommendations, on Infrastructure, foreign Investment into Canada, 
and immigration. 

1. Unleashing productivity through infrastructure 

Investment in productivity-enhancing infrastructure—such as improving transportation of people, goods, 
energy, and data, or improving the urban environment—is a key enabler of economic growth. Each 
dollar of such investment brings 60 cents worth of additional economic activity in the shortterm and has 
a 20 to 50 percent return on investment In the long term. It is also an Important driver of skilled and 
unskilled job creation; 15 jobs are created for every $1 million invested. Equally important, Canada faces 
a major infrastructure gap—anywhere from as low” as $150 billion to as high as $1 trillion—that needs 
to be addressed. 

We recommended developing a focused federal infrastructure strategy in line with the economic growth 
agenda of the Government of Canada (referred to as “the government" hereafter), and creating a Canadian 
Infrastructure Development Bank to leverage institutional capital and deliver over $200 billion worth of 
productivity-enhancing infrastructure projects over 10 years. Finally, we recommended.that the government 
create a “flywheel” for reinvestment by catalyzing the participation of Institutional capital in existing assets, 
and using this capital to multiply investment into new infrastructure. 

Legislation to establish the Canada In frastructure Bank received Royal Assent in June 2017, and the Bank Is 
on Its way to making $35 billion In Infrastructure project investments. The government has moved quickly 
to recruit the Bank’s leadership, appointing Jim Leech as a special advisor, Janice Fukakusa as the Bank’s 
first chair, and 10 other members of the Board of Directors. The Bank is expected to be operational by 
the end of 2017. 
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Going forward, we believe that the government should focus on the principles that we laid out in the 
Canada Infrastructure Bank Implementation Memo. More specifically, we would emphasize the importance 
of three specific considerations as the bank is launched: 

■ Strive to keep the investment decision process independent from short-term political priorities; 

a Seek out and not compromise on attracting lop talent, especially for its executive ranks, and 
compensate them at competitive market rates; 

* Focus on urftaslruclure projects thai will enhance the productivity of the economy and drive 
growth. Examples include toll highways and bridges, high-speed rail, port and airport expansions, 
smart city infrastructure, national broadband infrastructure, power transmission, and natural 
resource infrastructure. 

Beyond these considerations, the bank’s first area of focus should be to build a pipeline of productivity¬ 
enhancing projects that have a strong potential of attracting private capital, move quickly to generate "quick 
wins," and educate other stakeholders (including provincial and municipal governments, and the financial 
and infrastructure-development sectors) on how to work with the Bank. 

2. Bringing foreign investment to Canada 

Our second recommendation was based on the conviction that foreign direct investment (FD1) is critical for 
driving growth, creating jobs, and integrating Canadian companies into global markets—but Canada is falling 
behind here. While OECD countries expanded their inbound FDI an average of seven percent annually since 
2005, Canada’s has grown only two percent a year- In 2016, Canada ranked 33rd out of 40 countries for FDI 
restrictiveness. We recommended a national FDI strategy and a world-class FDI agency to enable Canada 
to take a concerted approach to investment attraction-one that helps stimulate broad sectors of the economy 
and attracts the best investors available, those with both capital and knowledge. 

Here too, Government moved quickly to establish a new federal body—the Invest in Canada Hub—and 
committing $218 million over five years to run it, The process of selecting a CEO is already underway and the 
Hub is expected to be operational by the end of 2017. 

Going forward, we believe that the success of this new institution will depend on a number of success factors, 
and we would highlight three for consideration: 

«* Develop a oleai stiotegic focus: the organization cannot be active in all sectors and should develop 
a clear strategy to promote those with greatest potential; 

a Adopt a ' customer experience" mentality: the Hub should operate a "concierge" service for investors, 
using personalized approaches; 

■ Invest in a coouJinaieil approach wiih instiluifons ai othe: levels of gove.- i imr-i it; it should not act in 

isolation—it should coordinate with provincial and local development agencies and work with other 
federal departments, 
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We also encourage the government to educate the public on the potential benefits of the Hub, which include 
a short-term stimulus to GDP of over $40 billion and the longer-run effect of integrating more Canadian 
companies into global supply chains. 

3. Attracting the talent Canada needs through immigration 

Our third recommendation, on immigration, flowed from three deep beliefs. More than anything else, skilled 
and talented people are the critical driver of inclusive economic growth. Diversity and the ability to integrate 
skilled immigrants are rare and highly valuable Canadian attributes. And the strain of an aging population will 
soon create a need for more people to balance our "population pyramid" and maintain a high quality of life. 

We recommended four specific actions to attract top talent through immigration and provide sufficient 
resources to integrate them into Canadian society: 

■ Gradually increase annual immigration from about 270,000 in 2016 to 450,000 over five years, with the 
objective of bringing in an additional 75,000 additional economic immigrants annually by 2021; 

. a Facilitate entry for senior and specialized talent by streamlining permanent and temporary entry 
programs to help high-growth and innovative companies get access to the managerial capacity and 
skills they need to scale and be globally competitive; 

« Qualify more international students for permanent residency in order to tap into an already-integrated 
pool of young, educated talent; 

« Improve national accreditation standards to help skilled immigrants access suitable productive 
employment opportunities, 

On October 31,2016, the government released the 2017 Immigration Levels Plan which reaffirmed Canada's 
strong commitment to immigration by setting a target of 300,000 new permanent residents in 2017. 

This included a target to admit 172,500 economic immigrants per year, up from the 2016 level of 160,600, 
representing an increase of 7.4 per cent. The recently announced plan for 2018-2020 will gradually 
raise immigration levels from 300,000 in 2017 to 340,000 in 2020. While this is short of our recommendation, 
it is a step in the right direction. The plan calls for economic immigrants to form the bulk of the increase- 
such new Canadians are an important driver of growth. 

A recent Conference Board repor t also concludes that increasing annual immigration levels would lead 
to faster GDP growth than current projections (2.05 percent versus 1.85 percent annually), as well as a better 
support ratio (number of working age adults per person aged 65 or more). However, it warns that to 
bear the fruits of a significant increase in immigration levels, Canada needs to address "long-standing labour 
market integration challenges that immigrants face" and actively build public support for immigration. 

We encourage the government to take the necessary measures for bolstering the Canada’s sysiem lor social 
and :aboui market integration and consider . arsing immigration levels further in subsequent years. 
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The government has taken action on the second recommendation by reforming the Express Entry points 
system and implementing a Global S kills S trateg y in June 2017, which makes it easier for global talent 
to immigrate by setting a two-week standard for the issuance of visas and work permits. In response to our 
fourth recommendation, the government has adopted a Targeted Employment Strategy for Newcomers . 

OUR SECOND WAVE OF RECOMMENDATIONS 

In February 2017, we added five more recommendations to drive inclusive growth, by scaling innovation, 
unleashing the growth potential of six to eight high-potential sectors, developing skills forthe future economy, 
boosting workforce participation, and positioning Canada as a global trade hub. 

4. Unlocking innovation to drive scale and growth 

Innovation is absolutely critical to Canada’s future economic success. We found that Canadian companies 
are highly innovative but struggle to scale and commercialize these innovations, largely due insufficient 
access to talent and growth capital. 

Our report in February 2017 included five specific ideas for Canada to help more companies scale up: 

»“Double down" on a few innovation marketplaces where Canada has already developed organic traction; 

» Create additional pools of growth capital, including a private sector led growth fund to support 
established high-impact firms and a matching fund to stimulate capital raising; 

® Leverage government procurement tc accelerate innovative companies by shifting from a requirements- 
focused to a value-based procurement system, thus transforming the government into a first customer 
for Canadian innovative solutions; 

« Conduct a full review and rationalization of innovation-focused government programming; 

b Increase companies' access to talent through targeted immigration policies (discussed in the 
previous section). 

Below we expound on progress on our first four ideas below. With respect our last idea, the government has 
implemented a two-week fast-track visa program that aims to increase access to talent. 

Catalyze the formation of business-led “innovation marketplaces" 

Our first recommendation called for the government to catalyze the formation of business-led innovation 
marketplaces in areas where Canada has momentum and market participants need new solutions. 

It flowed from a belief that commercial innovation happens when innovators work alongside corporate 
customers to generate solutions to real commercial problems. 

The government's Innovation Superclusters Init i ativ e has the potential to catalyze innovation through a 
similar approach. The federal budget allocated $950 million in 2016 to fund up to five superctusters that the 
government will select by March 2018. Out of 50 applications, the government has so far selected nine 
finalists focused on the following fields: ocean economy in Atlantic Canada; artificial intelligence in Quebec; 
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mining and cleantech in Ontario; advanced manufacturing in Ontario; plant-based protein in Saskatchewan; 
digital technology in British Columbia; next-generation mobility systems and technologies in Quebec, 

Ontario, British Columbia and Atlantic Canada; smart agri-food in Alberta; and smart, sustainable, and 
resilient infrastructure in Alberta, 

To get the most out of this investment, we encourage the government to incorporate three of the core tenets 
of our original proposal: 

Use a stage-gated funding approach and scale up clusters that demonstrate performance. 

E Ensure signif'canl private-sector eadership, investment and involvement; 

E Use a data-driven and results- oriented selecTon and monitoring process. 

Create additional pools of growth capital 

Similarly, we were happy to see the private sector create the Canadian Business Growth Fund that will 
provide capital and support, including mentorship, to help Canadian start-ups reach scale, The Business 
Growth Fund was established by a consortium of Canada banks and insurance companies, which 
appointed Dale Ponder as independent chair and George Rossolatos as chief executive officer in October 
2017. Above all, we would encourage the Growth Fund to remain true to two design principles that 
were proposed in our original recommendation: 

® Remain focused on high impact firms in Canada in need ol growth capital (do not be tempted to allocate 
capital toward lower-risk, more traditional sectors and companies); 

b Offer suppor t beyond capital, including value-added advice and networking opportunities. 

The government’s proposed Venture Capital Catalyst Initiative (VCCI) has the potential to improve the 
sustainability of the Canadian venture capital ecosystem and spur private sector investment. To do so, it 
would need to have access to a deep pool of experienced venture capital fund managers and establish 
a mentorship program for investee companies. The government has recently concluded a consultation with 
the wider investor community on the design of the initiative and we look forward to the announcement 
of the detailed implementation plan, 

We would also strongly encourage some of the capital of VCCI to be allocated Lo (he Council's 
recommendation of a matching lund, rather than be fully allocated through a fund of funds model 

/ 

Modify government procurement policy to incorporate strategic procurement 
We have seen progress on strategic procurement as well. The government's 2017 budget allocated up to 
$50 million to launch anew procurement program, innovative Solutions Canada, modelled on the U.S. Small 
Business Innovation Research program, which has proven results. In the Canadian program, federal 
departments and agencies will allocate a defined share of their spending on R&D, late-stage prototypes and 
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other goods and services to Canadian innovators and entrepreneurs. For its part, the government will enjoy 
the latest, most innovative products and services—“a true win-win tor citizens and the businesses that employ 
them," the budget states. 

The Council encourages federal departments and agencies to comtr.il a pot lion of Iheir procurement 
budget to Ihe program and looks forward to the announcement of the department-specific targets. We also 
believe that it is critical that the government publicly report on the results of the program, not only to • 
ensure transparency, but also to build public awareness about this new opportunity. Finally, we continue to 
believe that Canada should use strategic procurement to drive inclusive economic growth by ensuring 
that businesses owned by underrepresented groups, such as Aboriginal-identified small businesses, are on 
a level playing field when it comes to accessing government contracts. 

Review and rationalize government innovation programs 

Our fourth innovation-related recommendation called for the optimization of Canada's many innovation 
programs to both improve access to support and achieve a better return on government investment. In May 
2017, the Treasury Board Secretariat (TBS) launched the Horizont al Bu siness Innov ation and Clean 
Technology Review with the objective of simplifying programming and better aligning resources to improve 
the effectiveness of innovation programs. While the review relies on a rigorous methodology and is 
bringing much-needed transparency into the suite of existing programs, we note that it is conducted by 
the TBS, rather than a board chaired by an external expert, as we originally recommended. 

The Council emphasizes the importance of acting on the takeaways from the review during the 2018 Federal 
Budget cycle. All government departments overseeing innovation programs should use its findings 
to focus their funds and efforts on a few larger ''platform" programs with proven effectiveness. We also 
encourage the government to perform ongoing horizontal evaluations of its programming, and use 
a decision-making approach akin to that ol a portfolio investor who allocates capital based on a target 
risk-return profile. 

5. Building a highly skilled and resilient Canadian workforce through the FutureSkills Lab 
Our overarching priority as a Council is to create opportunities for all Canadians to participate in an open 
and well-functioning economy. Our fifth recommendation, for a skills organization we called FutureSkills Lab, 
grew from two findings. Many Canadians currently lack the technical and other skills needed for the 
future economy, and technology is advancing so rapidly that these skills are sure to change. We concluded 
that more agility must be built into the system. 

Rather than propose specific skills or endorse a particular course of training, the FutureSkills Lab is designed 
as an agile "test lab" that will discover and develop innovative training models over time, adding elements of 
flexibility and resiliency to Canada's complex education system. 
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We suggested three roles the Lab could play in enabling an agile skilling system: 

Q Find and finance innovative upskilling and reskilling pilot programs; 

« Identify new sources of skills information (working with large private sector organizations, for example); 

® Define skills and educational objectives in collaboration with governments and educational institutions. 

We acknowledge the progress on these recommendations. Specifically, the government has allocated 
$225 million over four years to launch a new skills organization in 2018. It has issued a discussion paper 
to consult stakeholders on the mandate, functions, and governance of the new organization. We 
encourage the government to make the proposed organization a genuine innovation lab fui new appi caches 
to Soltis development that is nimble and agile in the face of the major changes underway in the labour 
market. In addition, the organization should serve as a centre of excellence with clearly defined channels for 
influencing skills development strategy and programming, while still sitting at an arm's length from 
existing government institutions and relying on an independent governance structure. 

6. Unleashing the growth potential of key sectors 

Our recommendation here evolved from Canada's need to focus its energies on areas where it has 
the right Ingredients to be a global leader. To that end, we suggested that Canada identify six to eight high- 
potential sectors and move assertively to remove barriers* bring together the capabilities and resources 
available across the country, and unlock private sector growth. The idea is not to pick winners* but rather to 
raise our collective ambitions as other countries do the same. 

With its 2017 budget, the government formed six Economic Strateg y Tab'es, including advanced 
manufacturing, agri-food, clean technology, digital industries, health/bio-sciences, and clean resources. We 
broadly agree with these choices, and believe that the roundtables' focus on innovation, health, and 
sustainability will help drive long-term inclusive growth. As of November 2017, four of the tables’ chairs have 
been appointed and two of the tables have already held their first meetings. All tables are expected to 
begin their work by the end of 2017. 

To ensure success, each sector table should take several steps: 

« Set a bold ambilioi i and find ways to track progress; 

■ Draw inspiration from global case sludies and success stories; 

» Identify barriers to growth for each specific sector, as well as those that affect all sectors; 

• Align on a few specific and ambitious initiatives to unlock growth in the sector. 


7 


r 


000095 



















: v : ” : :v-- faCl XlF.I.ft.I© 

Access to information Act 

Docur 5': o\ j gue en vertu de 

Loi sur I’acces a linformation 

Ideas into Action: A Review ot Progress Made on the Recommendations ot the Advisory Council on Economic Growth 


The government has a critical role to play as well, by working collaboratively with the tables, moving quickly on 
recommendations, and using its full weight to support and champion the sectors (for example, through 
trade missions, regulatory changes, support services, and so on). The government should also act as a check 
and balance to ensure these sectors are in fact creating high-quality jobs and driving inclusive growth. 

7. Tapping economic potential through broader workforce participation 

Canada's economic-growth challenges are largely due to an aging population, which will be acutely felt given 
the country's historical reliance on an expanding workforce to drive GDP growth. In a "do nothing'’ scenario, 
Canada's GDP growth rate could fall to just 1,5 percent annually for the next 50 years. 

With that context, we identified barriers that are slowing or stopping Canadians who want to work from fully 
participating. Four groups in particular require policy intervention to “level the playing field” and ensure 
they have the right incentives to work: women with children, older workers, lower-income and lower-skilled 
Canadians, and Indigenous people. Getting more people in these groups into work represents a huge 
growth opportunity for Canada. If the country could match the workforce participation rates achieved by 
leading countries, GDP per capita would rise by up to six percent. 

The government has taken important steps to unlock growth for these groups. It has allocated new funding 
to support workforce participation by vulnerable groups (through steps such as reforms to the Labour Market 
Development Agreements, Workforce Development Agreements, Canada Student Loans and Grants, 

Canada Learning Bonds, and Employment Insurance). The government budgeted nearly $200 million in 2017 
for Indigenous people to develop skills and enter the workforce, through initiatives such as the Post- 
Secondary Student Support Program and the Aboriginal Skills and Employment Training Strategy. It has 
made a significant investment in women and families, including $7.5 billion for childcare and support 
for women entrepreneurs; further, 2017 was the first year the federal budget included a gender-based 
analysis of budgetar y me asures . The government has expanded eligibility for student grants and 
loans to support lifelong learning by students who support families, as well as adults returning to school. 

8. Positioning Canada as a global trading hub 

Recent trade discussions highlight the importance of strong and diverse trade flows. We recognize that trade 
is both an imperative and an opportunity for Canada, given our history as a trading nation, our enviable 
geographic position, and our diverse population. 

Our final recommendation in February 2017 entailed ways to better position Canada as a global trading hub 
in the context of rising waves of protectionism and shifting dynamics of global trade—a context that 
has become even more precarious in the intervening months, as NAFTA renegotiations have proved difficult 
and anxiety has risen about outsourcing and job dislocation. We suggested four steps for government 
to consider: 

» Develop better and deeper trade links with large and fast-growing economies, particularly in Asia (China, 
India, Japan); 

* Nurture and improve the North America trading relationship; 
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0 Invest in trade infrastructure to improve access to global markets; 

■ Address disruptions from future trade flows, for example by helping workers to upgrade their skills. 

We acknowledge the government's efforts to preserve and modernize NAFTA. However, given the 
unpredictability of these negotiations, we encourage it to also focus on building stronger links with other 
markets, in particular building on the relationships developed during the negotiations for the I-ai 
Pacific Partnership (TPP). We note that the government has been working closely with remaining TPP partners 
to conclude a new free-trade agreement. We encourage it to also double down on its efforts to negotiate 
free-trade agreements with other major Asian economies like China, India, and Japan. 

Increased international trade will require new and improved trade infrastructure, for example on 
the West Coast. We see the Canada Infrastructure Bank, discussed above, as a critical enabler of new 
transportation facilities* 

Finally, with respect to job loss and dislocation, we do not believe that trade and inclusive growth are 
inconsistent. In fact, we believe that trade is necessary for sustainable economic growth for all income quintiles. 
However, Canadian workers need support and training to become resilient to natural evolutions in a trade- 
based economy. We believe Canada can be a model for a highly open, yet supportive economy, and take on 
this challenge in our latest set of recommendations, "Learning Nation: Equipping Canada's Workforce with 
Skills for the Future"# 
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This memo provides a summary and analysis on the latest draft of the Advisory Council on 
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• Annex A - Draft of introduction chapter 
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• Annex E - Draft of implementation chapter 
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3 rd Report of the Advisory Council on Economic Growth 

The Council is close to completing its 3 rd report, which focuses on ways to boost business 
investment and facilitate greater reskilling. The recommendations are still being finalized, but 
the Council looks to be settling on broad themes 


Below is a summary and analysis of the draft of the report that was sent to Council members 
ahead of its recent November 3 rd teleconference meeting. The chapters of the latest draft of the 
report are attached as annexes. 



Introduction Chapter (Annex A) 


The Council proposes to open with a reminder of its initial mandate and target to raise real 
median household income by $15,000, as well as a discussion of the global economic forces 
motivating the Council 5 s recommendations, such as the quickening pace of technological 
change and population aging. 



Chapter on Business Investment (Annex B) 


The Council opens this chapter by noting that investment is one of the most important drivers of 
productivity, which has grown more slowly in Canada than the United States in recent decades. 
It also notes that the increasing pace of technological change makes business investment more 
important than ever. 

To motivate the policy areas on which to focus, the report cites a recent survey of Canadian 
business leaders in which regulations and taxes were identified as the areas with the greatest 
room for improvement among the factors that have a significant impact on business investment 
decisions. 


Regulation section 

The report notes that Canada does well in international rankings of regulatory processes and 
governance, and proposes to build on these strengths by creating the world’s leading 
regulatory system - 
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Tax section 


The Council notes that the global economy has changed considerably since the tax system was 
last comprehensively reviewed (with intellectual capital and innovation becoming relatively 
more important, and physical capital becoming relatively less important) and that competition 
for global investment dollars has never been fiercer, making it important to ensure that the tax 
system continues to enable success in the modem economy. 

Therefore, the Council proposes a targeted review of Canada’s tax regime, focused on 
investment and innovation. This recommendation would see a panel of tax policy experts 
(academics, economists, and private sector tax specialists) formed to engage in consultations 
and develop a series of targeted recommendations to modernize Canada’s tax system so that it 
better drives innovation and investment. The overall objectives of the review would be to: 

• Foster the development and adoption of innovation in Canada; 

• Enshrine Canada’s position as a global magnet for investment and talent; and 


• Bring a customer experience lens to tax administration. 
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Therefore, the Council plans to recommend that the Government scale up existing advisory 
services for SMEs, such as BDC’s Growth Driver program, which provides expert advice, 
professional resources, and leadership development for CEOs of successful mid-size 
companies seeking to achieve the next phase of growth. 
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Chapter on Skills (Annex D) 


To address the gap in training to meet future skills needs, which has been assessed by the 
Council at approximately $15B in annual adult investments, the Council recommends that the 
government introduce a National Employment Resilience Strategy to transform the existing 
skills and training landscape - currently focused on addressing unemployment by matching 
workers with presently in-demand skills - to one that encourages lifelong upskilling/reskilling 
for all adult workers. 

As part of the National Strategy, the Council makes two specific recommendations: 

• Introduce a federally-managed Canada Lifelong Learning Fund to help reduce the 
financial barriers to continue training for adults by co-funding, with employers and 
individuals, investments in skills development for working adults. The Fund would be 
designed to co-fund employee training initiatives with large employers undergoing 
major technological or business model transformations; co-fund initiatives by SME 
consortia organized along sector/geographical lines; or provide partial grants or loans 
to working adults to enroll in skills development programs that allow them to pursue 
new professional opportunities. The Fund would be administered by a new federal 
agency charged with the management and administration of the Fund as well as 
coordinating with the Forum of Labour Market Ministers (FLMM). 

• Undertake a national reform of employment centres , in partnership with the Forum of 
Labour Market Ministers to ensure that PTs, who manage employment centers, are 
engaged. Ideally this would result in common practices and performance standards, 
expand the role of employment centers to provide counselling and training to those 
looking to reskill and upskill, regardless of employment status, and ultimately link 
employment centers with the data/expertise provided by FutureSkills Lab. The Council 
also recommends that the employment centres build two national partners networks: 
one with large businesses and SMEs that have new job openings, and the other 
comprising education and training providers that offer programs for working-age 
adults. The FLMM would oversee the reform process, in consultation with 
stakeholders. 
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Chapter on the Implementation of Previous Recommendations (Annex E) 

The report will end with a chapter on the implementation of measures related to Growth Council 
recommendations, 

December 1 st Meeting 

The Council is scheduled to present its new recommendations to you in Ottawa during the 
afternoon of December I s !. 
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Background 

Budget 2017 announced a new NHS, providing more than $ 11.2 billion over 11 years for a 
range of initiatives designed to build, renew and repair Canada’s stock of affordable housing 
(see Annex A - NHS measures). 


Additional Components of the National Housing Strategy 


ADM: Michelle Kovacevic (613) 369-9572 
Director: Roger Charland (613) 369-3887 


s.16(2)(c) 
s.21(1)(a) 
s.69(1)(g) re: (a) 
s.69(1)(g) re: (c) 
s.69(1)(g) re: (d) 
s.69(1)(g) re: (e) 


Canada 


000238 























Page 239 

is withheld pursuant to sections 
est retenue en vertu des articles 

69(1 )(g) re: (a), 69(1 )(g) re: (c) 

of the Access to Information Act 
de la Loi sur I’acces a (’information 



-3- 


Docume*: released under the 
A ccess to n fo n na tion A ci 

Document divulgue en vertu de la 
Loi $ur I'acces a /information 

Considerations 



As part of federal consultations on the development of a National Housing Strategy, CMHC has 
indicated that there was broad support that low-income households may benefit from demand-side 
measures, such as portable housing allowances, that permit more options and flexibility to take 
advantage of employment, educational and other life enhancing opportunities. It is expected that 
Indigenous Peoples, municipalities, the National Housing Collaborative, the Canadian Housing and 
Renewal Association, Front d’action populaire en reamenagement, the Co-operative Housing 
Foundation would support a Canada Housing Benefit 



The current Investment in Affordable Housing federal initiative partly funds jurisdictions to provide 
needs-based social income support programs and measures, including monthly shelter allowances 
geared to the needs of their local housing markets. All PTs have housing allowance programs except 
Newfoundland, Northwest Territories and Nunavut Moreover, there are jurisdictions with targeted 
portable housing programs already, for example, British Columbia has a Shelter Aid for Elderly 
Renters providing monthly cash payments to subsidize rents for eligible residents age 60 or over. 
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Next Steps 



The launch of the Government’s NHS is anticipated in time for National Housing Day taking place 
on November 22. We understand that CMHC is planning to release a public policy document for 
this date. 
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Annex A 

NATIONAL HOUSING STRATEGY MEASURES 


Total NHS funding committed in Budget 2017 was more than $11.2 billion over 11 years. 

• $2.1 billion for renewed and expanded federal investments to combat and prevent 
homelessness through the Homelessness Partnering Strategy. 

• $3.2 billion for a renewed partnership between the Government and provinces and 
territories to better support key housing priorities. 

• $5 billion for a National Housing Fund to address critical housing issues, and better 
support vulnerable citizens. This will include funds for a range of measures to promote 
housing partnerships and innovation in the housing sector, direct lending for new rental 
housing supply and renewal, and to preserve the affordability of social housing. 

• $300 million in targeted support for northern housing. 

• $225 million in targeted housing support for Indigenous Peoples not living on-reserve. 

• $202 million to make more federal lands available for the development of affordable 
housing. 

• $241 million in expanded funding to strengthen CMHC’s housing research activities. 
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